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FOREWORD 


BY ALVIN JOHNSON 


On RARE occasions in literary history a new publication appears, 
not as a result of long, conscious planning, not a product of par- 
ticularistic ambitions, but a spontaneous generation within a 
dominant circle of circumstances. Social Research is such a spon- 
taneous growth. Political revolution on the European continent 
had expelled from their usual orbits of activity scores and hun- 
dreds of the ablest scholars, to whom the scientific world had 
turned for light upon the problems that harass the whole of man- 
kind. These scholars, representing collectively an important frac- 
tion of the world’s thinking power, had been divorced from their 
customary avenues of expression. Magazines published in their 
countries of origin, if not formally closed to them, were prac- 
tically closed. Nothing could be more natural than the emergence 
of a new organ of publication at the New School, where the larg- 
est organic grouping of continental scholars abroad has been es- 
tablished as a Graduate Faculty of Political and Social Science. 

It would be impossible, even if it were practicable, for an or- 
ganized body of continental scholars to function abroad exactly 
as they had functioned at home. When the Greek scholars were 
expelled from Constantinople in the fifteenth century they were 
not able to set up in the western world exactly the same scheme 
of literary education, of training in art, of criticism and philoso- 
phy as had been established in the old Byzantine Empire. They 
were forced to widen their views, to apply Greek methods to 
Italian and Austrian and French materials. The consequence was 
a cross-fertilization of cultures, a renaissance that definitely closed 
the Dark Ages. The German and Italian and Russian scholars 
residing abroad will inevitably be subject to a similar process of 
adjustment to a new environment. Form and material share equally 
in creation, and though the form of the scholar’s mind may be 
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German or Russian or Italian, the material on which he must work 
is world material. What is striving for expression in the collective 
mind of the continental scholars abroad is not the kind of thinking 
to which they were formerly devoted, but a new kind of thinking. 
And there can be little doubt that when the integration of form 
and material has been completely effected new and potent forces 
will have been set in operation in the intellectual world. 

Social Research is an early sign of this coming intellectual 
movement. The methods employed are obviously continental, the 
material is of the world at large. And this defines the general 
character of the magazine. Its contributors will be drawn for the 
most part, but not exclusively, from among the continental schol- 
ars abroad, both at the New School and in other institutions of 
America and Europe. The subject matter will be drawn from in- 
terests that transcend the boundaries of a single country. It will 
include theory, political, social and economic; problems of social 
and political organization that are world wide in their general 
character though national in specific characteristics, such as class 
differentiation, militarism, the labor movement; problems involv- 
ing the interdependence of nations, like the phenomena of pros- 
perity and depression, prices and currency, movements of inter- 
national trade and investment. 

The first issue is wholly the product of the Graduate Faculty 
in the New School. Later issues will draw upon a wider range of 
scholarship. The first issue is devoted entirely to leading articles. 
Later issues will also make room for notes, critical reviews of 
books of importance wit!:in the field of the journal, and briefer 
notices of books of more special interest. 

Social Research has no apologies to offer for appearing in a 
world in which publications are already embarrassingly numerous. 
It has a field of its own, won by circumstances and the wholesome 
disposition of scholarship to react positively to circumstances. The 
editors are aware that many shortcomings will crave the indulgence 
of the reader. They are confident that the reader will extend to the 
enterprise not only his indulgence but his friendship. 
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SOCIAL CONTROL 
VERSUS 


ECONOMIC LAW 


An Old Dogma and a New Situation 


BY EMIL LEDERER 


One of B6hm-Bawerk’s most interesting articles deals with the 
possibility of effecting material changes in the economic process 
through the establishment of monopolies or by laws or adminis- 
trative measures.! This article is so well known that all I need 
indicate here are its main conclusions. B6hm-Bawerk argues that 


1 BOhm-Bawerk’s article “Macht oder 6konomisches Gesetz” (appeared originally 
in the Zeitschrift fiir Volkswirtschaft, Sozialpolitik und Verwaltung, 1914; reprinted 
in the Gesammelte Schriften von Eugen von Béhm-Bawerk, Vienna, 1924, editor 
Franz X. Weiss) sets out to discuss the problem of determining the nature and 
extent of the influence of the two factors—the social-institutional and the natural- 
economic. Fundamentally, Béhm-Bawerk’s point of view is that “only a fool will 
deny the influence of social arrangements and regulations upon the distribution of 
goods.” The argument, however, is developed in such a way that this influence is 
reduced to a minimum. In the case of labor organization his thesis is that the suc- 
cess of trade unions is due to a restoration of the equilibrium between the buyers 
and sellers in the labor market, that it represents therefore not a violation but a 
realization of economic laws. Where the achievements of trade unions go beyond 
this point and yet are of a lasting nature, the enforced rise in wages is legitimized 
by developments which would have taken place also in the absence of union ac- 
tivity. It is only at times—and this is the largest concession which Béhm-Bawerk 
makes to the effectiveness of force—that such wage increases exert pressure upon 
the employers to devise and introduce technical improvements which make the 
higher wage economically feasible. Such a development, however, is “accidental or 
semi-accidental.” In another place he explicitly states that it does not break the 
economic sequence: “the initial increase in wages was dictated by force but the 
continuance of the higher wage is the result of circumstances which, independently 
of that force or at least without any necessary connection with it, have raised the 
marginal productivity of labor and with it the permanent wage level.” Béhm- 
Bawerk’s entire argument has in view a static situation even when it takes account 
of forward movements. When, however, this problem is discussed in application 
to a dynamic economy, which alone is its proper frame of reference, it assumes 
an altogether different aspect, as I propose to show in the exposition which follows. 
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most interventionist measures result, at first, in a derangement of 
the economic system, thereby releasing forces which tend to re- 
store the original conditions, especially in the absence of any 
further intervention. This argument holds in reference to monop- 
olistic policies of private enterprise as well as to governmental 
attempts to alter the distribution of the national dividend. Ac- 
cording to B6hm-Bawerk’s assumptions this is also true of monop- 
olies embracing an entire factor of production, as in the case of 
artificial raising of wages or an increase in interest rates. This 
conclusion would not apply, however, to a monopoly covering a 
branch of production, or any of its separate divisions. A coal 
cartel, for example, can undoubtedly maintain coal prices at a 
higher level than that maintained under a system of free competi- 
tion, and it is not disturbed by the fact that its monopoly profits 
are obtained at the expense of entrepreneurs in other industries. 
In the same way a trade union may well maintain a high wage 
level for its members even if it affects adversely other labor groups. 
The conclusion derived from B6hm-Bawerk’s argument, therefore, 
is merely that the share of capital as a whole and that of labor as 
a whole cannot be raised above their automatically determined 
proportions. For if interest is artificially raised not all the available 
capital will be used in investment; this surplus of non-invested 
capital will exert such a pressure on the market that interest rates 
will eventually decline. On the other hand, an artificial rise of 
wages, not accompanied by an increase in prices (which cannot 
take place if the volume of circulating media is fixed unless their 
velocity of circulation is increased) will reduce profits, and this 
wiii be reflected in a relative decline of the demand for labor and 
ultimately in a lowering of wages. Or, to use another sequence, 
even if the supply of labor is completely under monopolistic con- 
trol, an artificial increase of wages cannot result in the immediate 
employment of as many workers as before. The high wage level, 
therefore, cannot be maintained for long. In short, in a balanced 
economic system the distribution of the national dividend is de- 
termined by the laws of price, and cannot be changed arbitrarily, 
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i.e. by governmental decisions or regulations. The same line of 
argument is used, of course, also in reference to protectionist 
intervention. 

One of the important presuppositions upon which this chain of 
reasoning rests is the assumption that our system of production 
operates without any reserves. But in every economic system 
there is an accumulation of reserves, for no economic agent can do 
without them. Reserves allow for freedom of action, security 
against unfavorable market conditions, the possibility of bridging 
over unexpected production stoppages. It is the desire to provide 
a reserve which accounts for intensive saving on the lower income 
levels. This was strikingly illustrated in the rapid piling up of 
savings after the period of inflation, especially by the recipients 
of small and very small incomes. To these money savings there 
correspond, in a capitalist economy, investments in productive 
equipment and durable consumer’s goods. A part of these savings 
is also converted into inventory stocks, the value of which is much 
greater than is commonly assumed. The volume of such stocks 
has increased greatly with the progressive horizontal and vertical 
differentiation of the productive process. ‘The more stratified and 
specialized the system of production, the larger are the stocks in 
the hands of producers and distributors, for it becomes necessary 
to meet a highly specialized demand. 

Only a small portion of the invested capital, however, repre- 
sents the savings of the small wage and salary earners. A larger 
share comes from the unconsumed or accumulated profits. 
Whether it grows slowly or rapidly, every dynamic economy will 
thus have a continually increasing accumulation of productive 
equipment, durable consumer’s goods and inventory stocks. From 
the point of view of the individual owners these represent a re- 
serve because under normal conditions the value of any invest- 
ment can be realized in the open market. Even from the social 
point of view, however, investments are emergency reserves. For, 
as the experience of the World War has shown, capital goods may, 
if necessary, be transformed into consumer’s goods; that is, capital 
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goods can be used not only for the individual producer but, after 
certain transformations, can be used for the production of greater 
quantities of consumer’s goods. 

In a modern dynamic society there is, however, a more impor- 
tant category of reserves.1 This consists of all the unutilized pro- 
ductive potentialities which will make possible an increase of 
output in the future. Such reserves include the possibilities of 
raising the efficiency of labor through superior organization or 
application of new methods of production never used before be- 
cause of inertia or tradition. Reserves of this type can be mobilized 
any time an impetus is given. The possibility of increased division 
of labor also belongs in this group. 

If an “artificial” increase of wages, and indeed of all wages, will 
mobilize only the supply of capital goods or be brought about only 
by retarding the accumulation of capital, then our system can 
reach a new equilibrium only within certain narrow limits. A 
transformation of this kind, using up all the reserves of the first 
type, would, therefore, be of only a passing character. If the total 
output is not increased by utilization of other reserves, which 
means those of the second type, a set-back such as BOhm-Bawerk 
declared to be inevitable must indeed result. In this analysis we 
are disregarding the effects of minor shifts in the distribution of 
the national dividend actually consumed. While in a poor economy 
these will be relatively insignificant, they may attain importance 
in a society rich in productive powers. 

A lasting change in the proportions in which the social product 
is distributed or an appreciable increase in real income can there- 
fore be achieved only if there are other possibilities of augmenting 
the social product. This topic brings us then to the problem of 
growth in the aggregate national output, or, more specifically, to 
the question whether an artificial increase of a distributive share 
may not lead to an increase in the entire national dividend and, 
although tending toward a subsequent restoration of the original 


*Béhm-Bawerk touches only casually upon the possibilities which exist in a 
dynamic economy; they require a more thorough treatment. 

















CONTROL VS. ECONOMIC LAW 7 
3 proportions in distribution, would not leave the absolute quan- 
er tity of real income allocated to individual factors of production 
greater than before. The old question of social control vs. eco- 
r- nomic law now signifies: can the total national dividend be in- 
O- creased by measures of economic policy? and in application to the 
of dynamic economy of our time: can an active policy of controlling 
of business cycles be effective? 
or This point of view has not been entirely overlooked in earlier 
e- discussions of these problems. These connections were pointed out 
-d repeatedly during the era of rationalization. The connection be- 
m tween expansion and the magnitude of distributive shares is, how- 
ever, unfortunately very involved. For in the process of growth an 
ill economy passes through many stages; and where conditions are 
ly not static something which looks promising today may become 
in dangerous tomorrow. We do not race our automobile engine when 
A going down hill nor do we apply the brakes when climbing up. 
st So it is sometimes the increase and at other times the decrease of 
al the same income stream (e.g. of wages or interest) which is neces- 
ch sary to restore the balance and pave the way for a new stage of 
rk development. The difficulty is, in part, to arrive at a correct 
ve diagnosis and, in part, political, i.e. to convince the class whose 
of income is too high that a reduction of its income will, in the long 
ay run, be to its own advantage. The fact that even the labor parties 
ce all over the world have increasingly concentrated upon problems 
of better productive organization and increased output, and have 
ct relegated to the background questions of distribution may signify 
e- a growing insight into the mechanics of modern economy. Dis- 
1g cussions of economic planning are indicative of the same tendency. 
of In the dynamic process many situations are conceivable in 
to which intervention appears desirable and carries the promise of 
re success. In the first place it may be necessary to start growth when 
d, this is hindered by psychological or structural difficulties. Second, 
- + Bohm-Bawerk too does not completely disregard it. Of course he indicates only 





a the possibility of the process, since the means for analyzing it were then scarcely 
available. 
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it may be desirable to accelerate growth when for some reason it 
falls behind its potential tempo. In the third place intervention 
may be needed to restore the proper relations among the various 
types of income, i.e. to produce that adjustment which classical 
theories expected to result automatically from the free competition 
of a large number of independent economic agents. This coordina- 
tion of income streams is of course identical with the establishment 
of correct price relationships. B6hm-Bawerk is obviously of the 
opinion that both the right expansion tempo and the proper in- 
come relations are best assured under a system of free competi- 
tion.1 We have, however, become somewhat sceptical of this 
theory. A closer analysis of the hindrances to self-regulated expan- 
sion and automatic adjustment of disproportionalities shows that 
we cannot rely solely upon the operation of economic laws even if 
the state does refrain from any acts of intervention. 





I 


In the following section I shall take up the fundamental questions 
of growth in a capitalist economy or of an economic revival after 
a crisis, of a transition to a new period of intense activity. It is 
always important to know when in the course of a business cycle 
contraction ceases, i.e. when a crisis turns into a depression, and 
what are the connecting links to a new period of upward move- 
ment, increasing employment, rising prices and higher profits. In 
the “normal” crisis recovery occurs through the elimination of the 
inefficient enterprises by their low cost competitors. A smaller 
group of efficient producers is formed and their output is absorbed 
by the market. At the same time interest rates decline because of 
greater bank liquidity and reduced demand for capital. Invest- 
ment opportunities which until then were disregarded once again 
become profitable. Thereby employment is increased, demand for 
consumer’s goods expanded and a revival set in motion. In the 
currency sphere this process is characterized by an increase in the 


This is the conclusion to be drawn from his whole argument. See Gesammelte 
Schriften, op. cit., p. 295. Yet he admits that sometimes free competition does not exist. 
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it velocity of circulation reflected in the larger volume of bank 
n deposits and advances. The growth of sales and therefore of profits 
1s increases deposits upon which is based the expansion of credits. 
al When the interest rate falls investments for which interest 
n charges are a major item become more profitable or feasible for 
a- the first time. In this connection the problem of longer or more 
nt roundabout production, stressed so much by Boéhm-Bawerk and 
1e his school, does not appear to me to be particularly relevant. For 
n- technological progress in our time is oriented toward shorter pro- 
i- duction processes. Much more significant is the fact that a decline 
is of interest rates favors those industries in which interest on in- 
n- vested capital is the most important cost. It stimulates, therefore, 
at the production of durable consumer’s goods leased to users and 
if the manufacture of productive equipment utilized with the aid 


of little or no labor (in industries with small labor costs) . This 
means in the first place the construction of residential buildings, 
because, if we overlook urban ground rents, only the interest and 


1s amortization pzyments on the invested capital need be covered by 
er the apartment rentals. In the second place come investments for 
is which operating expenses are much smaller than capital charges, 
le such as public works, highways, gas, water and electric plants. 
d Neither case involves particularly time consuming production 
e- processes. It is not at all certain, for example, that the building of 
n houses requires more time than the construction of a machine 
le factory. The most that one can say is that in such investments the 
or time to be allowed for a complete amortization of capital is very 
d long. It remains to be proved, however, that at least the technical 
of period of duration of the capital goods is not fairly equal. This 
t- involves also the question of the role of interest charges in cost 
n calculation and this is entirely independent of the extent of round- 
or aboutness in production. 

e In any event pre-war cycles show that at the bottom of the 
e depression the new wave of increasing business activity started 


with a revival of the construction industries, that investments by 
public authority were favored by the decline in interest rates, and 
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that therefore an increasing number of workers found employ- 
ment in the production of durable consumer’s goods and of pro- 
ductive equipment. This released a new demand for finished goods 
which stimulated a rapid expansion of consumer’s goods industries 
and consequently a new demand for productive equipment to be 
used in the manufacture of consumer’s goods. Thus an increase 
in investment activity led to an all-around expansion of the entire 
system. In the case of older capitalist countries the new investment 
went in part to foreign lands. But since the export of capital 
results mainly in the export of productive equipment, the tem- 
porary effects were the same as those of investments in domestic 
industries even though the long run effects were quite different. 
In some of these cycles expansion was accelerated and made more 
profitable by the emergence of new industries (railroads, electric 
power, etc.) which provided opportunities for profitable invest- 
ment of large masses of capital. 

When this mechanism operates promptly no measures of eco- 
nomic policy are necessary to hasten the process. We may even 
say that the advantages to be expected from a planned acceleration 
of production would probably be more than offset by certain dis- 
advantages. For what kind of public action is possible in such 
cases? It may involve either cheaper credit or subventions to in- 
dustry or a compulsory reduction of interest rates. Cheaper credit 
makes possible investments which would not have otherwise taken 
place; new capital is thereby directed toward projects which are 
not as promising as those which might have benefited by it in the 
absence of intervention. The same is true of subventions, whether 
they take the form of subsidies, export bounties or grants to raise 
wages. An arbitrary reduction of the interest rate will have the 
same effect if a revival can be expected to follow the automatic 
working of the market. An important feature of all such interven- 
tionist measures is that they are bound to hasten the rise of prices. 
And if the increase in the price level comes about within a short 
time the limited potentialities of credit expansion are rapidly 
exhausted and the growth of production is retarded. 
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A revival of business, however, does not automatically follow a 
restoration of the equilibrium during the depression. The inaugu- 
ration of a new upward swing depends upon the fulfilment of two 
conditions: first, the accumulation of new capital during the de- 
pression must exceed the loss of capital; and second, at the critical 
moment when interest rates decline investment opportunities 
must be available for the new capital. 

The process leading to an increased capital supply and with it 
to a lowering of the interest rate is a complicated one. To begin 
with, people save even during a depression. For with declining 
incomes and impaired security of employment, even falling prices 
are not sufficient to prevent a decrease in demand. Under these 
conditions consumers are not tempted to spend a greater propor- 
tion of their incomes even if prices drop. Moreover, interest pay- 
ments on many fixed interest obligations are continued and accrue 
for the most part to the capital. Investments depreciate, of course, 
but balance sheets do not show this for a long time in the hope 
that an improvement in operations and the consequent resump- 
tion of dividends will restore their original value. Finally there 
are many industries which still make profits and contribute to the 
formation of new capital. The aggregate output, on the other 
hand, contracts, profits slump and the accumulation of new capi- 
tal is reduced. We must also take account of losses and decrease in 
profits caused by a decline in sales. In the process of capital ac- 
cumulation during a crisis, therefore, a greater part of the accretion 
to the capital reservoir is counterbalanced by negative factors. 
The addition of new capital from new highly profitable enter- 
prises is conspicuously absent in such times. Therefore in a 
prolonged depression we cannot count on the continued increase 
of the supply of capital reserve. On the contrary, a point may be 
reached when the volume of such funds becomes stationary or even 
declines. Therein lies the danger of an extended depression. And 
to the extent that a revival depends upon capital, the upward 
movement after a prolonged depression must be very slow. It ap- 
pears thus that it is not always wise to wait until the supply of 
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capital seeking investment becomes large enough to exert sufficient 
pressure on the interest rates. When the process of capital forma- 
tion yields negative results the situation is ripe for the adoption 
of some form of social control compelling the accumulation of 
new capital. This is much more difficult than to overcome a 
depression. 

It is therefore of decisive importance to have investment on a 
large scale undertaken when the interest rate declines. Before the 
war it was always possible to count upon the occurrence of such 
investments. The impetus came from the construction industries 
and industries with a large capital equipment. The building up 
of industrial centers, for example, required more capital than the 
industries housed in these centers, especially if we take into ac- 
count transportation industries, public works, etc., which were 
financed through public loans. Capital for such purposes could be 
obtained at a particularly low cost during the depression; hence 
the demand for it was quite active. This whole process, however, 
is closely bound up with the growth of population and the pros- 
pects of new industrial developments. If the crisis is so severe that 
urban population declines then the payment even of apartment 
rentals is not certain, the existence of excess capacity in most 
industries hinders new investment in private business, and public 
works can no longer be financed by loans for fear that public 
revenues may be insufficient to meet the interest charges on bor- 
rowed capital. The automatic forces are, therefore, inadequate to 
cope with a very severe crisis. An equilibrium is indeed restored 
but it is the quietude of a cemetery in which the aim is continued 
“purging” without the establishment of new enterprises, since the 
crisis is also aggravated by the indirect effects of increasing unem- 
ployment. Although this may be concealed for a long time by the 
maintenance of artificial valuations it must ultimately be revealed 
in a crisis of long duration. These facts together with what was 
said before lead one to believe that to avoid a destructive crisis in 
which capital formation comes to a standstill or even existing 
capital is dissipated, it is necessary to adopt at the right time a 
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t policy which would mobilize the reserves of business enterprises 
. and the savings of individuals. 
n It took several years for these basic facts and sequences to be- 
f come part of the consciousness of public opinion and of the 
a “classical economists.” Finally, however, it has become universally 
admitted that market forces or cheaper credit may not be sufficient 
in themselves to bring about a recovery. Cheaper credit cannot 
e induce a revival of building activity when the decline of urban 
h population and growing unemployment undermine the demand 
5 for housing facilities. An extraordinary reduction in interest rates 
p (to 1 per cent or 114 per cent) would perhaps stimulate con- 
e struction, but the yield then would be so low that appreciable new 
C- investment would appear highly improbable; such rates would not 
e even cover the running expenses of the banking institutions. Now, 
e if building is not revived and long term capital investment is not 
e increased, the reduction of interest to a very low point might lead 
r, to an expansion in the consumer’s goods industries; but since the 
5- personnel (entrepreneurs, officials, workers) in these industries 
at takes up only a part of the output, the artificially increased supply 
it is in excess of the effective demand and serves only to depress 
st prices even more. 
ic And so, due perhaps less to theoretical reflection than to in- 
ic tuitive feeling, the clamor for public works has become ever 
r- more frequent and insistent. If it has formerly been said that 
Oo the policy of public works reduces capital reserves, in our day it 
d is necessary to draw attention to other factors: (1) the cost of 
d public works is partly offset by economies in unemployment relief; 
1e (2) by initiating new production this policy increases the velocity 
n- of currency circulation and in this way facilitates new savings. In 
1e other words, public works not only use up existing capital reserves 
d but also provide for the accumulation of new; it would be difficult 
aS to say which of these effects is more potent. In any event it is quite 
n apparent that the consideration and the utilization of reserves in 
1g the above noted sense provides the basis foi a deliberate inter- 
a ventionist policy. 
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II 


Intervention in the market is often advantageous because in the 
modern capitalist economy the price system no longer functions 
freely. All monopolies, open or concealed, natural, resting on 
agreements or on tacit usage, impede the response of prices to 
changes in demand. In attempting to maintain prices at a high 
level they have made possible the modern paradox of planned 
limitation of output. Of course, even in competitive markets the 
laws of price are many times reversed and dislocations become 
cumulative, as in the instance of increased wheat acreage caused 
by a fall in its price. It is then that prices may be fixed by statute 
or other governmental measures, and monopolistic control swiftly 
replaces the free market. When entire branches of the economic 
system find themselves suddenly in the grip of a crisis induced by 
the failure of the competitive mechanism, the state is forced, 
sooner or later, to come to their rescue with higher customs duties, 
favorable taxation, large orders or direct subsidies. In effect this 
means putting a premium on inefficiency and maladjustment in- 
stead of eliminating them. The difference between the present 
crisis and previous ones is that today it is politically and psycho- 
logically no longer possible to permit the crisis to run its course to 
the end. Nor would that be economically rational, for when the 
crisis is severe the free play of price laws increases unemployment 
and raises production costs instead of reducing them. Situations 
of this type call for organization on a national scale, similar to that 
adopted in various parts of the world in the last few years. Certain 
countries would indeed be far better off today had they not re- 
sisted attempts at adjustment at the beginning of the crisis. Under 
such conditions is it really possible to maintain that all forms of 
intervention are harmful, that their beneficial effects are eventu- 


*Such emergency situations may develop also under perfectly free competition. If 
at the time of falling prices producers increase output and draw upon their reserves 
to cover losses, a crisis may become fatal for entire industries. This is particularly 
likely if costs are virtually the same in all enterprises, for the existence of cost 
differentials is vital in eliminating the less efficient concerns and thereby in gradu- 
ally reducing the aggregate output. 
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ally offset by the play of market forces and that on the whole 
he they retard recovery? Naturally it is not enough to subsidize all 
ns producers or to have the Treasury assume all their debts. This 
on may be wise in some cases, dangerous in others. How can this 
to question be decided without some general plan? 
oh 
ai Ill 
he Thus far the argument has been purely economic. But we are all 
ne aware of the fact that the question of recovery is also a psycho- 
ed logical one. There have always been theorists who stressed the 
te psychological aspects. They hinted at the fact that depression 
ly breeds depression because falling prices keep buyers off the market 
‘ic and rising prices induce them to purchase earlier than necessary. 
by In both instances psychological influences on the market magnify 


d, the amplitude of the fluctuations. 

The man in the street is always inclined to believe that the 
situation will continue in the future as it is now. Therefore every- 
one buys when prices begin to rise. Orders exceed real demand 


n- 
nt and buyers accumulate stocks because they fear that never again 
o" will they be able to purchase at the same prices. In times of de- 
to pression the opposite is true and everyone acts as if prices will 
he keep on falling forever. 
nt This economic “short-sightedness” has long been recognized as 
ns an important factor tending to raise the peaks and depress the 
at troughs of the cyclical curve. In its currency aspect this attitude 
" implies a change in the velocity of circulation. Formerly it was 
- assumed that since the frequency of cash disbursements and the 
er relative magnitude of cash balances kept on hand is controlled by 
of habit, the velocity of circulation is fairly constant. This, however, 
" is not so. It is conceivable that appreciable increases in circulation 
velocity parallel the movement of the cyclical curve as well as 
» long time economic trends. It is true indeed that, if saving pro- 
“a ceeds as before, advance purchases of consumer’s goods do not 
rst signify an increase in demand and hence do not result in improved 


market conditions. This advance purchasing, it is said, does not 
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lead to an increase in the amount of money in circulation and so 
does not stimulate production. But this analysis does not go far 
enough. Even without taking into account consumer credit and 
instalment buying, the consumers may spend a part of their re- 
serves on clothing, furniture and other durable goods long before 
they are actually wanted, simply because they are anxious not to 
miss the period of low prices. Naturally, they will not be able to 
spend this money a second time, so that it looks as if there is 
really no change in the velocity of circulation. Producers merely 
get the money sooner and keep it longer than they otherwise 
would. Just this fact, however, may be of great importance. The 
producers may repay their debts sooner than expected and the 
banks then will be able to extend new credits. Or the producers 
may use the money to expand production, particularly if prices 
are going up. If general business activity is stimulated in this way 
more workers will be employed, production will increase and pur- 
chasing power of finished products will also rise in the same way. 
Although earlier spending does not increase the income of those 
who are already gainfully employed, it may put more people to 
work and increase the market demand for finished goods. This 
in turn will result in a further increase in employment, an addi- 
tion which can be permanent if the demand for goods by the 
newly employed is correctly proportioned to the increase in out- 
put for which they are responsible.t Since the new incomes of 
workers, officials and entrepreneurs as well as the additions to 
government revenue will most likely be spent in the same way as 
the other incomes, an even expansion of all branches of produc- 
tion would best meet this requirement. But so even an expansion 
is certainly not to be expected because many business men will 
repay their debts instead of increasing output and the rest will 
not be equally optimistic about the future. Moreover it is of ex- 
treme importance that producers of instruments of production will 
not get heavier orders until much later and even then the addi- 


1In this case the amount of monetary work to be done is increased, but this need 
is met through an increased velocity of circulation. 
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d so tion to their output will not be as large as in other industries. 
far For these producers are the last to feel the effects of a wave of 
and increased purchasing power. The income of the building industry 
led and of those supplying materials and equipment for public works 
fore will not increase at all or will rise only after an appreciable in- 
ins crease in employment. It is for this reason that a “buy now” 
. ” campaign involves the risk of a greater set-back if, as a result, 
siloas production is not expanded in the proper proportions. 
rely Much more important than the psychology of the final con- 
— sumer is the psychology of the producer. In a depression the un- 
The used credit lines of efficient enterprises are larger than in normal 
the times; many of them even have cash reserves on hand or on deposit 
_— in banks. In the present crisis, too, before the long and severe 
_ unemployment reduced the amount of liquid capital, there e:.isted 
aie d a generous supply of funds available for short term loans but not 
wal for long term investment. This implies that even after an equilib- 
es rium is established there are certain obstacles to the resumption 
—_ of an upward movement. In such a case a change in the general 
: - feeling may improve the situation. If many producers believe that 
his increased production will find a market and they act upon this 
idi- conviction in expanding their output, they may bring about an 
the increase in the volume of total production and in the process 
oad furnish the additions to consumer’s and business incomes which 
of are necessary to absorb the enlarged supply. 
os We have thus come upon the same group of problems which 
laos occupied our attention above, but we now emphasize the signifi- 
luc cance of the prevailing psychological dispositions and the poten- 
on tialities of a planned economic policy in shaping these basic 
vill feelings and utilizing them to mitigate the acuteness of cyclical 
vill | fluctuatioiis. In other words, an economic policy whose effective- 
od ness is dependent upon the existence of reserves in the system may 
on operate primarily through psychological channels. ; 
In the light of the above considerations the dilemma of social 
eed control vs. economic law assumes a different aspect. A deliberate 
business cycle policy is quite feasible and, in a severe crisis, is 
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essential to break the deadlock. It is not a question of changing 
economic laws or of enforcing a new distribution of the national 
dividend but rather of utilizing the potential production oppor- 
tunities of which the economic reserves are the most important 
index. “Ascetic” classical economics disregards them because it 
upheld the law of diminishing returns and assumed that capital 
and labor are always utilized to the fullest extent. It reflected in 
industry the poverty of early capitalism,? the shortage of capital 
in an age when a few countries had to supply the enormous capital 
needs of new industries and economic regions. Today the situa- 
tion is quite different. It is no longer a question of how meager 
productive powers may be properly and effectively applied but 
rather the reverse, how the abundant productive powers can be 
kept going without endangering the dynamic system based upon 
the profit motive. 

As reinterpreted in modern terms the problem of control vs. 
economic law need not stir up so many conflicts of interests as it 
used to do. In its original formulation it made a distinct cleavage 
between capital and labor, and between producers and consumers. 
Indeed all the recipients of small incomes were interested in 
changing the distribution of the national dividend. They pointed 
to the possibility of such a change and referred to all the argu- 
ments indicated above. This formulation and the sharply con- 
trasting opinions which it evoked truly reflected the static situation 
which was assumed as the starting point. For in a static economy 
every increase in the income of one group is possible only at the 
expense of another group. Now, however, the picture is different. 
It is no longer solely or primarily a question of changing the 
relative position of parts within a fixed whole but of enlarging 
the whole and thereby increasing if not the relative share at least 


1Béhm-Bawerk propounds the same viewpoint that institutional authority can 
take effective action only within the limits set by economic laws. But he underesti- 
mates the possibilities of manipulation in the area so circumscribed. Moreover he 
operates with “eternal laws” as in his remark about the “blinded enthusiasts who 
in all earnestness believe that they can question the ironclad foundations of the 
Malthusian law” (Gesammelte Schriften, op. cit., p. 297). 
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ging the absolute amount of real income allocated to the particular 
onal classes. Progress in the analysis of this problem seems to have dis- 
por- posed of the question of control vs. economic law and to have 
tant posed the problem in a new form—that of a planned economic 
se it policy to remove the impediments to growth and heighten its 
pital tempo. The present situation is different also in another respect. 
d in When Bohm-Bawerk wrote the state as we know it today was still 
pital in its formative stage of development. The philosophy of the old 
pital liberal school was widely accepted and every form of outside 
itua- direction for the economic system was rejected. In western Europe, 
ager , at any rate, the bourgeoisie, large in numbers and independent in 

but spirit, viewed with jealous apprehension every increase in the 
1 be powers of the state. During this time the influence of parliaments, 
ipon even in monarchic countries, was very great although they did not 
always exercise it. Public opinion was the opinion of the upper 
1 vs. bourgeoisie and it was widely respected. Little was hoped for from 
as it governmental intervention, certainly no decisive structural 
vage changes. The government was appealed to when customs duties 
ners. were to be raised or public contracts awarded, but people were 
1 in very far from the idea that bankers or industrialists could be in- 
nted duced by governmental suggestions, official propaganda, or re- 
rgu- quirements of the state administration to act otherwise than in 
con- accordance with their own business judgment and the needs of 
tion their own establishments. Too little was known of the mechanics 
omy of the economic system and, on the other hand, the powers of the 
- the state were not great enough to shape the policies of private busi- 
rent. ness in any detail. 
the The situation changed during the war. Exigencies of the time 
ging forced the organization of the entire economy. This was done in 
least part by its own efforts and in part under the guidance of the 


government or the general staff. For the first time state direction 


Foor of the gigantic modern economy was tried and its possibilities 
er he tested in practice. The tasks then assumed by the public admin- 
— istration were the control of the production and distribution of 
) 


foodstuffs, the husbanding of raw material supplies and the or- 
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ganization of industries serving immediate war purposes. These 
duties were relinquished soon after the end of the war. The world 
economic crisis which came ten years later, however, again forced 
all governments to assume the leadership and direction of the eco- 
nomic system. They had begun even before that with attempts to 
enforce a more equitable distribution of the national dividend 
through the creation or extension of welfare institutions and the 
introduction of unemployment insurance. Then came first timid 
and later increasingly bolder attempts at an active policy of mar- 
ket control. The producers themselves lost confidence in the auto- 
matic functioning of the system, turned beseechingly to the 
governments and thus surrendered what claims they had to busi- 
ness leadership. 

The more desperate economic conditions became and the more 
the want increased, the more did the governments feel obliged to 
take over the management of the economic system into their own 
hands. With it came 2 radical change in the psychological pre- 
suppositions. Public opinion now demanded vigorous action even 
from weak governments. Many a tottering regime could have 
saved itself by decisive action and thus have prevented the de- 
struction of democratic guarantees. For the modern state has actu- 
ally become all-powerful. Modern methods of publicity make it 
possible to strengthen a thousandfold the faint beginnings of a 
change in sentiment and to mobilize all reserve forces. The shap- 
ing of the economic system by the government, with all the poten- 
tial benefits and dangers of such a process, is now possible to a 
very large extent. In fact, under modern dictatorships the question 
of social control vs. economic law is not raised at all. The all- 
powerful character of the state is no longer a matter of discussion, 
even though the survival of dictatorial or semi-dictatorial govern- 
ments depends upon their success. And yet the economy still fol- 
lows its own laws, although it does at times allow more room for 
intervention from the outside to stimulate certain economic forces. 
Just how much room there is for it and at what points it is more 
effective can be established only through a theoretical clarification 
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se ? of the laws of movement of our dynamic economy. Here we have 
ld attempted to point out that such an active economic policy must 
d be based upon the utilization of reserves in the hands of economic 
O- agents and the possibilities of increasing the velocity of currency 
xe) circulation which alone make possible the expansion of credit and 
d ? production. That there is room for collective action, in which the 
1e nations, represented by their governments, are not powerless when 
d confronted with a business crisis and can hasten the tempo of 
r- economic growth and thus strip the struggle for the social product 
0- of many of its dangers, is, I believe, accepted by most economists 
1e p> today. It is necessary, merely, to recall B6hm-Bawerk’s stand—his 
i- conviction that even slight improvements in the total economic 

situation are really possible only in rare cases— -to realize that we 

re have entered upon a new epoch of economic policy. 
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SOCIOLOGICAL PRECONCEPTIONS 
OF ECONOMIC THEORY 


BY EDUARD HEIMANN 


A NEWCOMER who attempts a survey of economic studies in the 
United States cannot but be surprised by the condition of theory 
in the country of John Bates Clark, Taussig, Irving Fisher, and so 
many names familiar in economic theory. He will find a more or 
less general doubt and even mistrust in the usefulness of theory. 
Such feelings of course result in a growing tendency to look for 
new and more reliable methods of approach to economic prob- 
lems. I am firmly convinced that this criticism is unjust and that 
there is a danger connected with it: the danger of ignoring the in- 
evitable accompanying phenomena of and reactions to any measure 
of economic policy. Therefore I shall attempt to demonstrate that 
theory never was and never could be what its critics suppose it to 
be, a system closed to sociological and political influences, that on 
the contrary a theoretical system without manifold and varying 
sociological and political assumptions cannot be imagined. 


I 
All economy is concerned with scarcity, or the inadequacy of the 
returns of nature and labor for satisfying human needs. Not all 
needs and desires which might be felt or imagined can be satisfied. 
We must adapt ourselves to the scarcity of returns. This attitude 
is called economizing. Useful things which are available in abso- 
lute abundance are therefore not subject to economy. 

The adaptation to scarcity applies to the lowest as well as to 
the most highly developed stages of economy: to the work of a 
self-sufficient peasant in a primitive civilization as well as to the 
management of a modern business enterprise or to a housekeeper 
spending her more or less limited amount of money income to 
satisfy the wants of her family. 
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This most comprehensive principle of adaptation to natural 
scarcity includes two different points of view, one technological, 
the other economic in a stricter meaning of the word. 


II 


In the attempt to free himself from the limitations imposed by 
the original scarcity of resources, man first resorts to the tech- 
nological expedient, by increasing the output of nature and labor 
through improvement of his methods of production. 

This expedient, although basic, is not at all absolute, that is to 
say, not exempt from being checked by opposite tendencies. Any 
change in methods, whether its immediate aim is an increase of 
commodities or an eventual decrease of permanent expenditure 
for assuring a steady supply of commodities, involves an addi- 
tional intellectual and moral expenditure, the return for which is 
to be realized later. The balance of expenditure and return, and 
therefore the pace of progress, obviously depends on historic, 
psychological and social factors, even in this purely technological 
field. Whether and to what extent technological progress is ra- 
tional is determined not only and not even in the first place by 
the incalculable chance of this or that individual invention or 
discovery, but by confronting the evaluation of the additional effort 
required for that progress with the evaluation of the corresponding 
future increase in wealth or leisure. ‘These estimates are historical 
and sociological facts. 

Furthermore it is not commodities in general that are wanted, 
for satisfaction in general, but a special satisfaction of special 
requirements by using special goods. Assuming even that an in- 
creasing intensity of efforts were to meet a very urgent need for 
goods, this expenditure must be directed toward acquiring special 
categories of goods. For even in a condition of utmost poverty, an 
increase of output in one particular branch is without value unless 
it be proportionate to an existing demand, which again depends 
on the strictly economic conditions. It is well known and has 
often been pointed out that the technological principle is subject 
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to the economic one, that the increase of output is justified only 
under specific conditions of demand. 

Among the many aspects of the technological principle one 
immediately raises the sociological problem: namely, division of 
labor which although resorted to as a means of increasing output 
includes the economic problem in its later, more complicated 
social aspect. 


III 


At a given moment, with a given technique resulting in a given 
amount of wealth in general, the basic adaptation to this given 
degree of scarcity consists in employing the available goods for 
satisfying the preferable requirements, and excluding from satis- 
faction the less important ones. More strictly, since the wants are 
not simply either satisfied or excluded from satisfaction, but mostly 
satisfied to a wider or narrower extent, we ought to say that the 
proportions of satisfaction and therefore the proportions of pro- 
duction have to be adjusted to the intensities of the corresponding 
wants. This is the economic meaning of what is generally known 
as “making the best of the bargain.” Moreover, the order of rank 
of the various requirements is not stable, but varies at every mo- 
ment; therefore the directions for disposing of the means of pro- 
duction or the money stock are readjusted to the varying 
stratification of demand for commodities and leisure at every 
moment. 


IV 


This economic adjustment is performed automatically in the case 
of one person acting for himself, whether he is assumed to live in 
self-sufficient isolation, or whether his personal behavior on his 
own responsibility in the midst of society is isolated for the sake 
of theoretic examination. It is simply a psycho-physiological fact 
that everybody knows the order of rank of his requirements and 
disposes of his means in accordance with it. Although the motives 
of his estimates are subject to sociological influences, his activity 
as such presents no further socio-economic problem. 
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Such a special socio-economic problem, however, arises in connec- 
tion with division of labor. This involves cooperation either tech- 
nically, for producing one commodity by combining several 
activities or pieces of work, or at least economically, for producing 
different commodities which must be combined in consumption 
in order to maintain life, in view of the comprehensive nature of 
human needs. This final combination is not only the last stage, 
but the original purpose of all divided activities; whether or not 
they are justified depends on their success or failure in combining 
their products. This again depends on their attaining the right 
proportions, very obviously in the case of technological division of 
labor, where the different pieces of work have to fit into one fin- 
ished commodity; but no less strictly in the case of the economic 
division of labor dealing with the satisfaction of different wants 
in proportion to their intensities. Whether divided or not, the 
expenditure of labor is justified only when used in this propor- 
tionate way, which constitutes the main feature of all economy. 
But now the question arises as to the respective intensities of 
the various requirements competing for satisfaction. Whereas they 
are naturally commensurate in one and the same person, they are 
not so in different persons. On the one hand, these persons, because 
of their cooperating in a process of division of labor, must adjust 
their activities in accordance with the requirements found in their 
group. On the other hand, there is no natural hierarchy for the 
various wants of these different people; the economic principle of 
adjustment therefore does not work automatically as it does in the 
case of our self-sufficient individual. Or, to say the same thing in a 
more cautious way: if there were a natural hierarchy it could not 
be recognized and realized in the same natural way, because the 
group lacks a naturally common conduct and consciousness. “he 
individual A or B is perfectly aware of his requirement X being 
preferable, and to what extent, or not at all, to his requirement Y. 
But there is no natural decision as to whether or not, and possibly 
to what extent, the requirement X of the individual A is prefera- 
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ble to the requirement Y of the individual B. Yet these individ- 
uals, by starting division of labor and cooperation, form an 
economic unit, and this presupposes an existing and perceptible 
order of rank of their requirements, a measuring rod to make 
them commensurate. 

The gap left by nature must be filled by social intervention. 
The existence of a measuring rod for comparing the different re- 
quirements of different individuals is presupposed in all economy; 
society, however, lacks a naturally established one; therefore the 
existence and validity of a socially established measuring rod is a 
logical necessity. The sociological conceptions are thus at the basis 
of the mere definition of economy, even before entering the field 
of economic theory. 


VI 
The task of ordering the economy includes three sections: (1) The } 
requirements of the members of the group arrayed in order of 
their importance. These requirements include not only commodi- 
ities for present or future use, and both in a certain proportion, 
but also leisure and avoiding certain types of effort, in a certain 
proportion to commodities in general. (2) A survey of supply 
corresponding to that of demand, including not only the statistics 
of resources at the disposal of the group, but also the various 
possibilities of applying them to various ways of satisfaction. And 
(3) the distribution of the available means among the require- 
ments in proportion to the order of importance of the latter. Of 
these three sections (2) is a mere survey of facts; (3) requires the 
existence of an effective authority capable of allocating the avail- 
able means in the right proportions; and (1) requires some device 
for evaluating the importance of the members and their desires 
for the life of the group. 


VII 


The order of the economy may first be established by a central 
authority ruling the group. The immediate sociological question 
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as to how this authority itself has been established precedes the 
question of its economic activities, and also supplies the answer 
to the problems involved in these economic activities. The group 
will be governed in general and also in its economic relations 
according to the pattern of its life, including the reason for exist- 
ence of the authority representing its will. Under a feudal regime, 
for instance, the weapons of the knight appear to be more impor- 
tant to the life of the group in its own style than some luxuries for 
the serfs; and equally, the requirements of the representatives of 
the group appear to be preferable even to the similar requirements 
of the lower members of the group. The order of rank of the per- 
sons constituting the group and the style and ethics of the group 
determine the order of rank of the requirements; the problem is 
purely sociological-historico-political, pre-economic; nay, no eco- 
nomic problem at all is left. As soon as we understand the character 
of the group and the requirements derived from it, the question as 
to its economic behavior—its behavior in producing and distribut- 
ing goods—is already solved. This obviously applies to the order of 
rank of its requirements, but it applies just as well to the adjusting 
of production to these proportions of demand. It is the central au- 
thority which is responsible not only for ascribing to every member 
and requirement its special rank, but also for organizing the pro- 
ductive efficiency of the group so as to satisfy demand in the cor- 
responding proportions. The economic question of why these 
directions of production and exchange or transfer within the 
group are established is sociologically answered by simply referring 
to the command of the authority. 

The analysis applies not only to the feudal group but to all 
forms of social organization subject to centralized authority. In a 
patriarchal family, the wants of the father are preferred to the 
similar wants of the children. But even in the most modern family, 
some member responsible for the spending of the money must 
decide whether sports for one child, or tuition in music for the 
other one is to be preferred, unless both are available within the 
limits of the income. 
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Finally, separation of preferable and less important require- 
ments is not necessarily identical with social hierarchy. Assuming 
a communistic society based on the social equality of its members, 
the wants of the various members will be satisfied or neglected to 
almost the same extent, as in the case of the family. However, the 
communistic planned economy based on this assumption partakes 
of the economic character of the feudal group, world-wide as the 
difference might be in sociological structure and general philos- 
ophy. After having described the sociological character of the 
communistic society, there is no question left as to who decides on 
the relative degree in which the wants of different persons should 
be satisfied, and who takes care of adjusting production to this 
demand. 


VIII 


Modern economic society is in general organized on the opposite 
principle. It lacks central authority for establishing the order of 
rank of its members and their requirements and for organizing 
production in accordance with this estimate of demand. On the 
other hand, it is an economic society supporting us in a some- 
what reliable way from day to day, intensely as we might dis- 
approve of its philosophy and mechanics. After all it is not a chaos, 
not even in times of deepest depression; otherwise we could not 
go on living. Since it is a working economic order, by logical 
necessity, it meets the characteristic requirement of establishing 
some hierarchy of the wants and of attaining the corresponding 
proportions of production. Since no visible authority takes care 
of these requirements, a special economic theory is needed for 
unveiling the hidden order and its working. This order and prob- 
lem are of recent historic origin, and so is the theory belonging 
to them. 


IX 


The problem of economic theory is the hidden organization for 
making wants commensurate and adjusting production to them. 
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The answer which theory makes is given by referring to the mar- 
ket. It is by the working of the market that “effective demand” is 
ascertained, among the multitude of competing desires, and pro- 
duction is arranged to cater to it exclusively and in a proportionate 
articulation. A growing intensity of demand is expressed through 
a rise of relative price which for its part stimulates a correspond- 
ing increase of supply, tending to restore the former price. The 
working of this apparatus is anonymous and automatic, and need 
not be known to the people concerned—therefore it is a theoretic 
problem. Because of this character it could appear to the classical 
pioneers of theory to be a natural law in the mathematical-physical 
meaning of this word; a natural law and therefore pre- and extra- 
sociological, remote from arbitrary social change and intervention, 
depending on merely natural facts and forces, individual needs 
and individual self-interest. Opposition to theory is mostly due to 
the philosophical and political connections and connotations of 
its origin, today as a century ago. And the main progress is purifica- 
tion of its assumptions. 


x 

Of one assumption of an obviously sociological character the initia- 
tors of economic theory were already aware: a free market requires 
personal freedom, as opposed to feudalistic or bureaucratic dom- 
ination. However, they dealt with this assumption under the head- 
ing of “natural conditions” stating personal freedom to be an 
element of the natural order. Though this order had been vitiated 
by the combination of robbery and stupidity in the beginning, it 
could not be lost again after having been established by and 
founded on final enlightenment. Assuming personal freedom to 
be a natural condition of life, theory succeeded in deducing the 
laws of the market as if they were natural, extra-sociological. 

To one more sociological condition Adam Smith gave conscious 
emphasis though it was misunderstood and forgotten by the fol- 
lowing generations. According to him, there could be no real 
freedom without property, a worker’s independence being guar- 
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anteed only by his ownership in his tools and workshop, in the 
case of the peasant and the craftsman. Ownership, not abstract 
and anonymous, but the immediate personal connection of a man 
and his field of work, was an indispensable element of that freedom 
on which the harmonious functioning of the free market depends. 
It is true that Smith thought freedom and ownership to be “‘nat- 
ural” in a scientific meaning of the work, in the framework and 
limits of his deistic philosophy. What is important to us, however, 
is that this aspect of his approach clearly reveals the impossibility 
of dealing with economics without incorporating some underlying 
sociological concepts. 


XI 
One sociological feature of the market could never be overlooked: 
the dependence of demand on general and special social condi- 
tions. The market and therefore the theory describing it leave to 
psychology and sociology the question of how requirements of 
individuals for goods originate and vary in strength and direction; 
they themselves are concerned merely with the fact that these or 
those requirements are felt and look for satisfaction. Attempts 
to improve the moral and aesthetic standard of society by edu- 
cation of personal requirements, no matter how promising such 
attempts might be, are not at all in contradiction to the nature 
of the market and its economic theory. The same applies to 
the influence on demand of advertising which is regarded by Dr. 
Stocking! as destroying the original conception of the market, 
as an agency through which consumers’ preferences guided pro- 
duction. Whatever the character, moral value and origin of these 
preferences, and even if they are shrewdly suggested by interested 
and powerful producers, this does not interfere with the concep- 
tion of the market adjusting production to the existing demand. 
The objection turns out to be of a political rather than of a 
theoretic character. Advertising is an efficient instrument in the 


1 Stocking, Collis A., “Advertising and Economic Theory” in American Economic 
Review, vol. xxi, 1931, P. 43- 


EE 








ne 


re ee a a ee 








SOCIOLOGICAL PRECONCEPTIONS 31 


struggle for power of big business and is capable of perverting the 
sociological idea of a market functioning in a somewhat demo- 
cratic way; but it has nothing to do with the strictly and technically 
economic functioning of the market, and it holds its legitimate 
place as a social condition of a market working in a society of eco- 
nomic domination. 

Of course this could not be admitted if there were not a special 
sphere of the market as distinguished from the social conditions of 
demand and supply, namely, bringing existing demand and exist- 
ing supply together on certain lines under certain immanent laws 
which are not included in a mere description of the surrounding 
social conditions. On the other hand, it is this reflection which 
makes the mere reference to the social conditions of demand 
unsatisfactory for proving the sociological nature of the market 
and its economic theory. We need a more central argument. 


XII 


What we really need to examine is not only the dependence of 
existing individual requirements on socio-psychological factors, 
but beyond that, the sociological factor in the functioning of the 
market itself, in strict analogy to the feudal or communistic au- 
thority establishing the hierarchy of wants and accommodating 
production to it. At a glance, the structure of the market appears 
to be contrary to that of the centralized economy in so far as the 
logically necessary hierarchy of the requirements is a premise of 
the centralized economy, but a result of the market. Any period 
of production in the centralized economy logically presupposes a 
certain though perhaps varying order of rank of the individuals 
and their requirements and consists in arranging production ac- 
cordingly. The determining factor for the directions of production 
lies outside, in the social structure of the group. As to market 
production, it shows no dependence on outside factors, but a suc- 
cession closed in itself. On the one hand indeed the hierarchy of 
wants constituting demand must logically be given as a starting 
point at the beginning of the market; it is this demand which 
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production tries to cater to and to meet. But on the other hand 
this description holds good only for one period of market produc- 
tion, not for the succession of the periods. For as soon as we ask 
for the reason and origin of that demand given to and presup- 
posed by the market, the stratification of demand is revealed to 
be the result of the immediately preceding period of the market. 
Everybody is a consumer with the purchasing power which he 
has earned as a producer in the preceding period. Thus the links 
of the chain are connected with each other into an intra-economic 
and apparently extra-sociological succession. 

This is not all. A man earns the more, the better services he 
renders to others by producing either more commodities or com- 
modities more fit for their use. His gain depends on, or is included 
in the price of his product and will rise or fall with the intensity 
of the dernand for the product. The more intense this demand, 
the better the service, and the higher the producer’s income. ‘The 
hierarchy of wants valid for the next period of economy expresses 
the hierarchy of the services rendered during the present period, 
and so on from one period to the other. This is the social side of 
the argument of harmony which theory seems to offer to the capi- 
talistic order. 


XIII 


There is of course a falsification of this harmony by monopoly. 
First, a monopolistic rise of price though expressing a relatively 
insufficient satisfaction of consumers does not result in a corre- 
sponding increase of supply, as long as the monopoly maintains 
itself; the rise of the price is an end in itself and loses its function 
of adapting production to demand. Secondly, by restraining pro- 
duction, the monopolist breaks the link connecting the level of 
the income with the quality of the service; he makes his income 
by rendering to the consumers fewer services than they would 
enjoy in case of competition. 

Of course there are limits to the monopolistic power since it 
depends on the stratification and elasticity of demand as well as 
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on that of costs, and the consumers may even benefit by the 
monopolization in special cases. But this does not affect the prin- 
ciple of the monopolistic gain as opposed to the harmonious char- 
acter of income under competitive conditions. 

However, this second aspect of the monopolistic objection to 
the statement of harmony can be invalidated in the same way as 
the parallel objection derived from advertising. Both the monop- 
olist and the advertiser falsify the meaning of the market without 
touching its forms and functioning. Both add to the intensity of 
demand, the latter by exerting psychological influences through 
advertising, the former by manipulating the market. Both actions 
result in an evaluation of services by the consumers which is by 
no means genuine and would not have occurred without their in- 
fluence. But the market and its theory do not take care of what 
might be the reasons and origin of the evaluations; they simply 
deal with the facts of these evaluations and point out the connec- 
tion of the price with marginal utility shrewdly manipulated by 
advertising or monopoly. 

Whereas the influence of an increasing gain on future supply 
is inoperative, in the case of monopoly, its influence on or trans- 
lation into future demand is not affected. The interruption of the 
connection between gain and supply creates an additional scarcity 
in disfavor of human satisfaction, like some special scarcity of natu- 
ral returns, which no market can escape; but it does not interfere 
with the method and functioning of the market, just as the natural 
scarcity of some special material or good does not interfere with 
it, but only results in some special price and income. The continu- 
ance of the connection between present income and future de- 
mand is basic for the free market and its theory. The hierarchy 
of the incomes derived from present production establishes it-elf 
as the hierarchy of wants constituting demand for the next period 
of the market. Or, to use the other term, the height of the income 
is the measuring rod for making individual wants commensurate 
and arraying them in a distinct order of rank, as supposed in any 
cooperating economy. 
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XIV 


We were searching for the principle of a social organization 
establishing the necessary hierarchy of naturally incommensurate 
wants and adjusting production to it, parallel to the feudal or 
communistic authority. We found the market to be this organiza- 
tion, no matter whether its original meaning in making the claim 
to satisfaction dependent on genuine services was maintained by 
competition, or falsified by advertising and monopoly. The mar- 
ket adjusts production to demand as far as possible under existing 
conditions of natural and artificial scarcity, and the market eval- 
uates the requirements of the individuals according to the values 
of their services rendered to demand during the preceding period. 
This is the natural social organization in Smith’s opinion, and it 
is at any rate the existing and working organization. 

By calling the market a social organization, we do not antici- 
pate in any way the answer to our fundamental question as to 
whether this organization contains, or admits the influence of, 
sociological factors as distinguished from economic factors. It is 
this question which Smith answers in the negative by claiming the 
purely natural character of the market. The critics of theory adopt 
the wording of his statement without noting the special philo- 
sophical meaning of his term “natural” denoting a definite socio- 
logical situation. 

In order to avoid ambiguity and to prevent superfluous con- 
troversies, we may state the question as follows: is the market a 
circle closed in itself and constituting an independent realm 
separate from the other realms of social life? 


XV 


On the surface of things it would seem that it is, but in reality it 
is not. Incomes are derived from services and determine the social 
rank of individual requirements. The striking fact is the huge 
discrepancy in the amounts of incomes and therefore in the values 
of services from which incomes are derived. Why do human be- 
ings so infinitely differ in the values of their services? 
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The answer to this question points to the immediately socio- 
logical character of every step of the market. The discrepancy of 
services is of course due to the discrepancy of fortunes. Because 
of being propertied, some can add the services of their capital and 
land to their personal services or even replace the latter by the 
former, whereas others can offer only their personal services. Much 
then of course depends on the relative scarcities and corresponding 
marginal utilities of labor and capital, but yet less than one might 
be inclined to think. The main point is the possibility, in a free 
society, of accumulating indefinitely many units of capital and 
land and of benefiting by their services, as opposed to the vwner- 
ship of every individual in his own one unit of labor only. It is 
true that the social rank of a man’s requirements is determined by 
the value of his services, but this value again depends not only on 
his personal qualities, but still more on his share in property. 
Not exclusively, but to a very large extent, the legal order of 
property holds the place, in a free society, of the hierarchy in a 
feudal society, since both establish the measuring rod for making 
the requirements of different individuals commensurate and sat- 
isfying them according to the social rank which they ascribe to 
them in their respective terms. 

This analysis agrees with, and at the same time strongly objects 
to John Bates Clark’s statement that the market rewards every- 
body according to the value of his respective service. Clark does 
not see the merely formal significance of this statement, when in- 
ferring the justice of the present market organization from it. He 
admits, indeed, special exceptions in the cases of monopoly and 
chicanery. However, as to competitive conditions, he does not see 
that the connection of special services with special persons and 
groups, the admission to or exclusion from special services de- 
pends on the legal order of property exactly parallel to the feudal 
hierarchy. Any transfer of property and corresponding services 
would create an equally just organization, and an unjust organiza- 
tion could simply not be imagined, as a consequence of the all- 
comprehensive and purely formal character of the criterion 
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proposed by Clark. The same applies to B6hm-Bawerk’s defense 
of capitalism through proving the necessity of interest, not to 
speak of innumerable other and minor writers. The amazing fact 
consists in our owing to Clark the instrument for disentangling 
the problem: the distinction of functional and personal distribu- 
tion. 


XVI 


We need not deal at length with the objection that property is the 
reward of thrift and skill so that the values of present capital 
services are derived from previous personal services in continuance, 
through the mere mediation of property. Property has been estab- 
lished and shifted by innumerable catastrophes, wars, epidemics, 
inflations; it has been left by heritage from feudal times; it has 
arisen from increase of land rent in the course of the growth of 
population and economy. To this extent, property is not a result 
of the market, but its independent condition. On the other hand, 
the genuine dynamics of modern economy destroys one property 
and creates a new one through the medium of the market. 

Both facts must be combined into the statement that the hier- 
archy of services and of resulting claims for satisfaction in the 
form of income is established by the legal order of property and 
subject to changes brought about by personal skill and market 
events.? 


XVII 


The legal order of property establishes or protects a special dis- 
tribution of fortunes and potential incomes at a given moment, 
and any change would of course result in a change of personal in- 
comes and satisfactions. There is no legislative or administrative 
activity without changing these special conditions of the market; 
always we find some groups benefiting by it, others affected ad- 
versely. Through changing the basic principles of the legal order, 
the whole stratification of demand would be altered. 


1A thorough examination of this question may be found in my book, Soziale 
Theorie des Kapitalismus (Tiibingen 1929) p. 28 ff. 
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We may imagine an order of slavery where a man’s labor would 
be owned by another man, and not one unit only, but possibly an 
accumulation of units. No greater change in social conditions of 
the market could be imagined, and the immediate results would 
not be restricted to shifting of income from former wage-earners 
to slave-holders, but would also result in considerable changes in 
output due to the change in psychological conditions of labor. 
But though all data for conditions and results would be altered, 
the method of combining demand and supply and deriving prices 
and earnings from this combination would be maintained, and its 
theoretic explanation would remain valid: he who owns labor 
would receive the reward for its service, the rate being determined 
by \the scarcity of labor in relation to capital in the frame of the 
common product, and so on. The same holds good for a change in 
the legal order of capital and land property. Provided the total 
amount were distributed in equal shares among all members of 
society, everybody would receive the reward for the services of one 
unit of capital besides the reward for his personal labor, the rates 
of wages and interest of course being determined by the relative 
scarcities of labor and capital and the common output being influ- 
enced by the psychological changes which result from the transfer 
of property. Or a settlement of peasants, so-called domestic colo- 
nization, consists in shifting the property in capital and land to 
propertyless laborers, agricultural or others, thus creating a new 
concrete order of rank without affecting the principle of the mar- 
ket. Or a complete socialization of all property in capital would 
ascribe to the central authority of society the total amount of 
interest, leaving the relation of interest to capital and its method 
of origin unaltered.’ In all these cases of course the shifting of 
property and income would be accompanied by changes ia the 
psychological conditions of production affecting in some way or 
other the output, and the relative shares of the complementary 


1 For this reason even a completely socialistic society need not destroy the market 
and renounce the indispensable means of calculation and control in terms of market 
prices. This is one of the main theses in my Sozialistische Wirtschafts- und Arbeits- 
ordnung (Potsdam 1932). 
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factors. The political problem as to what type of social change 
ought to be adopted could therefore never be satisfactorily solved 
by mere reference to incomes and outputs, as property is more 
than a title to income, covering the whole range from independ- 
ence of a worker rooted in his own field of work to control and 
domination, and affecting therefore the disutility of labor. All 
this is included under the sociological preconceptions of economic 
theory which are not only consistent with theory, but necessarily 
assumed by it in any concrete situation. 


XVIII 


Monopoly is not simply property, but a specially favored kind of 
property. Its existence confronts society with particular problems 
either in a positive or in a negative sense. Society either combats 
monopoly by trying to break through the conditions of monop- 
olistic power and thus to create new competition, or society uses 
the monopolistic method for supporting special groups through 
tariffs or taxes, or in favor of fiscal returns, or for some other 
political purpose. Monopoly is the way of managing and forming 
the market which works automatically in case of competition; but 
this formation, far from being arbitrary and exempt from rules, 
is subject to very rigid conditions described by the theory of 
monopoly. 

In so far as monopoly is a special scarcity, economic policy may 
be said to intensify or to weaken special scarcities and to influence 
the economic and social positions based upon them. This formu- 
lation is more comprehensive, and it is at the same time capable of 
proving that all these political measures go through the market, 
by changing the conditions of demand and supply, and therefore 
presuppose its working. On the other hand economic policy often 
aims at goals not consistent with the general nature and existing 
conditions of the market and therefore not attainable at all or 
only under quite undesired circumstances. If there was not such 
a thing as a market, economic policy would be an easy and prom- 
ising task; with the existence of a market it disposes of a great 
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e number of expedients, but must very carefully study them, as 
d every one is connected with special consequences and circumstances 
e outside of the immediate aim, if not even injurious to the immedi- 
1- | ate aim through unavoidable reactions. This does not mean that 
d anything like a scientific policy is possible. The numerous factors 
ll involved in a given situation will very seldom be known in terms 
ic of exact figures, nor could all consequences of a planned political 
ly measure be calculated exactly beforehand. Life is productive, 


breeding new and unknown qualities from given conditions; life 
is not an example in arithmetic, its road is understandable after- 
wards, but cannot be forecast. The nature of policy is basically 


of different from the nature of analysis since it includes the risk of 
as the unknown. However, this would not be an apology for a policy 
ts { neglecting to utilize the available means of analysis and thus to 
a diminish the risk of failure as far as possible, since the unknown 
eS future is not without causation, but results from given conditions 
h accessible to analysis. | 
or 
ig XIX 
It Some social arrangement and distribution of the disposing power 
S, is necessarily presupposed in any concrete theoretic analysis. The 
of economic system is a form capable of manifold contents and yield- 
ing different results through the application of the same formal 
Ly method to different conditions. 
ce It is important for the knowledge of the principles, though not 
ul- at all sufficient for any concrete analysis, to define capitalism in 
of terms of these sociological preconceptions because capitalism is 
t, distinguished among the logically possible cases as the case of ex- 
re isting reality. Capitalism is the economy of the free market (see 
n sections x11 and xv) with free ownership of the unskilled laborer in 
1g his own labor, and with material property separate from it. 
or However, this applies only to a more or less limited section of 
h modern economy, decisive as it might be for economic and social 
n- ‘ufe as a whole. It verifies our definition in that it excludes from 


at the capitalistic conception small property uniting ownership and 
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work, namely a man’s ownership in his own field of work and 
nothing else. All then depends on the sizes and relations of the 
two sections, or in other words, on the distribution of large and 
small property. On the other hand, within the capitalistic realm 
we find again many possibilities in regard to relative scarcities of 
capital and labor, the distribution of property, the question of com- 
petition or monopoly in material things and labor, the dependence 
on foreign trade and its stratification, and so on. 

We need not add once more that these factors not only deter- 
mine the distribution of productive services among the groups of 
society, but also the absolute and relative productivity of the 
various services, and through this, the common output at their 
disposal to be distributed as incomes among them. The theoretic 
instrument expressing these connections is the conception of dis- 
utility. The amount of disutility is likely to change with every 
change in social conditions. 

For special analyses, of course, many special hypotheses are re- 
quired, such as the articulation and stratification of production 
or the terms of payment of incomes for the theory of velocity of 
money. These are not simply technological questions since the 
change in terms of payment and the change from independence of 
one particular step in the series of industries to its merger with 
the preceding or following step requires a change in the total 
amount of money in order to maintain prices.? Any concrete theory 
needs special assumptions according to its special aims; it is obvi- 
ously impossible to give a complete list of such assumptions. 


XX 
While all these sociological questions are consistent with, or at 
least unconsciously immanent in the most orthodox theory, one 
further step obviously depending on sociological factors was taken 
by Marshall, and is now common to his whole school. 
The classical scheme under conditions of competition assumes 


1See Neisser, Hans. “Der Kreislauf des Geldes” in Weltwirtschaftliches Archiv, 
vol. xxxiii, 1931, p. 365. 
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id the parallelism of prices expressing demand with future supply. A 
2 shifting of effective demand from one product to another will 
id through a change in relative prices induce a corresponding shift- 
m ing of productive power, thus adjusting supply to demand. How- 
of ever, this coordination is by no means necessary; the opposite is 
ol thinkable. 
© This is best known in the cases of the factors of production. 
Malthus taught that the supply of labor diminishes if wages fall, 
ail and that it increases if wages rise, thus tending to restore the nor- 
of mal level of wages after every deviation. His own time, however, 
< shows that an increase in supply of labor may be induced by fall- 
ir ing wages, since women and children had to work when the father 
ic of the family did not earn enough. In this way, the fall of wages 
S- was hastened instead of being reversed according to the system of 
Y harmony. The opposite may be valid for the opposite case: a rise 
of wages may result in a decrease in supply of labor and a further 
& rise of wages— Malthus knew and recommended this! 
as The supply of savings is well known to be fairly independent of 
ot the changes in the rate of interest, being mainly determined by 
- other factors. Indeed, to a certain extent which must be limited 
of for obvious reasons, a falling rate may cause an increase of savings 
h in order to maintain the former amount of income from savings. 
al The supply of entrepreneur’s activities will certainly vary with 
y profits, but not always in a parallel way. A loss may double the 
i- efforts and an easy gain, for instance by tariffs, may lull them, 


though the contrary is just as thinkable. The indirect proportion 
occurs especially in trades overburdened with fixed capital and 
debts, thus forming an important contribution to reversing the 


. logic of depression in the business cycle. 
” Orthodox theory believed that a general rise of prices and de- 
n 


preciation of gold would be checked and reversed by paralyzing 
the production of gold, and that a deflation would be cured by 
stimulating the production of gold. As a matter of fact, the in- 
v, tensification of inflation by dishoarding and of deflation by hoard- 
ing may even be considered as normal. 
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Will anybody deny these statements to be theory? One must not 
mistake theory for harmony. It is impossible to share in the classi- 
21 belief in harmony, but neither does modern theory share in it. 


XXI 


Apart from the monetary example the argument was based on 
examples in the field of the agents of production, whereas the 
classical thesis was displayed in the example of finished goods 
though the application to labor by Malthus forms an important 
exception. The classical argument therefore was limited to some 
special field of production in its connection with the other fields 
through competition for consumers’ purchasing power on the one 
hand, for productive elements and material such as labor, capital, 
coal on the other hand. It is true that a given supply of agents will 
be distributed among the competing fields of production according 
to the distribution of consumers’ purchasing power. But the view- 
point is static in the narrowest sense of the word, excluding from 
analysis the economic motives of changes in supply of agents and 
assuming freedom of access to and withdrawal from the special 
fields. When these abstractions are abandoned we face a growing 
complication of the problem and differentiation of reactions to 
changes in conditions. This applies with greater force to the 
monetary phenomena connected with the business cycle. 


XXII 


The uncertainty of the reactions to changes in conditions brings 
economic theory closer to the point of view of institutionalism and 
behaviorism and tends towards dissolving it into what Max Weber 
called “understanding sociology.” 

If there were only the one reaction of the classical type, the 
theoretical picture would show a succession of market periods de- 
rived from one another as long as no intervention from outside 
changed the conditions. This, indeed, involves the dependence of 
the market on sociological conditions, every period being explain- 
able from the preceding one only if the legal order positively pro- 
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,t tects and confirms the results of the preceding one. Or, in other 
i. words, the legal order remaining the same, the market presup- 
7 poses an original distribution of property and admission to 


valuable services at some more or less remote moment, this dis- 
tribution being continuously efficient in bringing about the corre- 


n sponding distribution of incomes and titles to satisfaction. The 
e process of the market would then be closed in itself, though based 
Is on that legal condition at every moment. This condition being 
t presupposed once for all we need not mention its working at every 
e step of the analysis. The chain of analyses seems to be a purely 
economic one. 

e Again this apparent character is due to a completely unrealistic 
L, assumption, the alleged continuance of legal order which, in fact, 
il is interrupted by every political measure. However, this objection 
g would not affect the method of theoretic procedure though it 
1. would affect its concrete results as derived by the same method 
n from altering conditions. 

d The ambiguity of reactions to changes in conditions compels us 
1 to consider all sociological surroundings at every moment anew. 
g It is their totality on which depends the reaction to a given situa- 
O tion of the individual or group in question. We can “understand” 
e when and why a group of entrepreneurs responds to some financial 


pressure by multiplying their efforts at one and relaxing them at 
another time. We can understand when and why a rising rate of 
interest attracts investments at one and repels them at another 
time, expressing not growing potentialities of gain, but growing 
risks. However, understanding is not deduction based on the as- 
sumption of one type of reaction only. Therefore the chain of 
_ purely economic analysis is to be interrupted after every link, and 
e 7 . asociological examination of its results, as to the possible reactions 
- of the groups concerned, is to be inserted. 


> = 
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. If anybody asks whether this is not the dissolution and bankruptcy 
i of theory, a double answer ought to be given. First, did Marshall 
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ever do anything else but what we have described in methodologi- 
cal terms? And is he not a theorist and bitterly criticized for being 
one? Are not he and his whole school indefatigable in pointing 
out the necessity of a theory that clings to the manifoldness of 
reality by varying its assumptions according to experience? And 
did not the foremost theorist of our generation, Schumpeter, refer 
to modern theory as the exact fulfilment of what the historical 
school in Germany under Schmoller had demanded? And did not 
Schmoller complain on his deathbed that the generation, taught 
by him to investigate the historical manifoldness, had forgotten 
the theory of free trade? 

This leads to the second point. One must not mistake the excep- 
tions for the rule, frankly as the exceptions are admitted. And 
one must not assume arbitrariness when observing that there are 
no mathematical laws. There might be well defined and circum- 
scribed types of reaction and an order and hierarchy of types 
which ascribes to every type its place in the system of social econ- 
omy. This applies not only to the enumeration of different cases, 
but to a comprehensive and refined picture of the business fluctua- 
tions regarding the changes in reaction of different groups at 
different stages of the cycle. Economic theory turns out to be what 
it has tacitly always been: a sociological discipline using its own 
refined methods. 


—_ 
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n Depresstons and the panics which represent depression in its 
most acute form have been known in scientific literature for 

p- more than two hundred years. In the modern development of 

id economic research, the problem of disturbances in the upward 

re trend of economic activity has been the subject of intensive study 

n- so that we possess today a remarkable accumulation of informa- 

es tion on the business cycle, and especially on depressions. If we 

n- take a general view of the various studies that have been made, 

°S, we find that many different factors have been indicated as potent 

a- in the causation of depressions. We may offer the following list: 

at 1. The disproportion which may appear in the upswing of the 

at cycle between the need for capital and savings; between invest- 

m. ments in productive power, and the actual production of goods. 


2. Interruptions in the interrelations of the markets, or de- 
structive changes in the economic structure. 

3. Wars, political debts and similar political disturbances. 

4. Lag of agricultural purchasing power as compared with in- 
dustrial. 

5. The interference of protectionism. 

6. Changes in the balance of births and deaths. 

7. Disproportion between monetary gold supply and the vol- 
ume of production. 

8. Other monetary influences which give rise to the deflationary 
circle. 

There are many more factors to which the origin of depressions 
has been attributed. Not less numerous are the proposed remedies 
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designed to cure depressions, or even to prevent future depres- 
sions. 

Right or wrong as judgments on particular causes may be— 
and there seems to be little doubt that many of the above named 
factors play a part in the causation of depressions—in the follow- 
ing pages an attempt will be made to answer the question whether 
there are any other than the usual measures for insuring the 
nations and the masses who suffer most from depressions against 
the risk of such a collapse of the economic structure as happened 
throughout the world after 1929. All research studies, all criti- 
cism and all proposals of policies for recovery, take as their start- 
ing point the functioning of the economic system, stressing changes 
in the various factors, and offering devices calculated to change 
their influence. It may be granted that there is much of value in 
these studies and projects. But it seems probable that other factors 
which are usually neglected must be drawn upon to account for 
the different behavior of economic systems under general condi- 
tions of depression. What we wish to stress here is the adjustabil- 
ity of national economy, based on the total layout and structure 
of the economic life of a country. 

The economic structure may be characterized by the propor- 
tions subsisting between the basic groups of industry, namely, 
between (1) agriculture, horticulture and forestry; (2) heavy in- 
dustries; (3) finishing industries; and (4) traffic and commerce. 

Let us consider the extreme possible cases. The first extreme 
would be a country with practically nothing but agriculture, hor- 
ticulture and forestry, and no other industries of any great impor- 
tance. Agriculture and horticulture alone tend to a strong sea- 
sonal decline in employment during the winter, while forestry 
presents a fair uniformity in this respect. Such a country would 
be virtually depression-proof, because the production, in the 
main, would meet consumption within the producing group. Only 
a small percentage of food would appear on the market. But if 
the standard of living were to be raised, the purchasing power of 
the population for all kinds of industrial goods would increase, 
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>S- and it would become necessary either to buy industrial goods 

from abroad, or to start industrial production in the country. If 
= the nation decided upon an anti-industrial policy, it would find 
-d | itself faced with the problem of exporting agricultural products 
W- or lumber, something which would necessitate higher output, 
er high efficiency, and in general, capitalization of agriculture. If it 
1e decided upon building up a home industry the conditions of a 
st virtually complete agricultural economy would disappear. But 
od for all intermediate stages, the credit and debit relations with for- 
H- eign countries would link the economy of the agricultural coun- 
“t- try with the business cycle in other countries, although the effects 
es of depression might not be felt severely. 
ze The development during the last decade of several countries 
in which are mainly agricultural has demonstrated that they must 
rs inevitably be drawn into the business cycle. If a nation does not 
or retire to a self-chosen poverty and fails to accept minimum stand- 
i- ards of living, the predominance of agriculture is no insurance 
1- against depressions. 
re The opposite extreme would be illustrated by a country with 

practically no food production. Let us suppose that on a rocky 
r- island near the shore, there is a huge city with a population of 
y; several millions, and that these people earn their living by ship- 
n- ping and trading and by a highly developed industry which pro- 
2. duces mainly for export. Let us assume further that this island 
1e maintains a good many banks which invest money abroad. Under 
r- such a system an indefinitely continued rise in the standard of 
r- living would be possible. But the population would be exposed to 
a- great risks, not only the risk of starvation under a military or finan- 
ry cial blockade, but the risk of the extreme consequences of the 
d business cycle, and the risk of widespread unemployment and the 
e collapse of the whole economic system under changing conditions 
ly of competition or the loss of control of the leading markets abroad. 
if Such a system would also be dependent on the non-economic 
of power of a navy. 
e; Between these extreme cases, which are not so much exagger- 
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ated that one could not find similar conditions in reality, there is 
today a wide range of systems of agriculture combined with na- 
tional industries. The difference between agriculture and indus- 
try under the dynamics of the business cycle lies ultimately in the 
varying capacity for adjustment under changing prices. In all cir- 
cumstances industry is dependent on a market and may collapse 
entirely, while agriculture will in some measure be maintained 
even under the very worst conditions. 

This contrast between agriculture and industry becomes less 
marked with progress in the capitalization and industrialization 
of agriculture. The more completely agriculture is dominated by 
the aim of producing the largest possible output per man-hour, 
the less is it fitted to serve as a shock-absorber:in time of crisis and 
depression. 

Agriculture reacts much more slowly than industry to changing 
prices, due to the seasonal character of crop production and to 
the slow turnover of the circulating capital invested in crops and 
cattle. The statistics of the world depression show, in all countries, 
how very steady and resistant the agricultural output remains, 
even under unthinkably bad price conditions, while the industrial 
output dropped sharply to 30 per cent or 40 per cent of what it 
had been during boom times. It will be borne in mind that so 
much of the farmers’ income as comes from sales depends largely 
on the volume of the payrolls of industrial concerns. 

These facts do not, however, throw much light on the problem 
of insurance against depressions, because the demand for agri- 
cultural products is limited and inelastic. We can imagine, it is 
true, that the mass of the population may be able and willing to 
approach the physiological optimum of nutrition by consuming 
other, more valuable kinds of food, and that thereby the demand, 
weighed in money, may increase remarkably. But compared with 
the possibilities of increased consumption of industrial products, 
the expansion of demand for agricultural products is narrowly 
limited. The demand for industrial products is limited only by 
the costs of production and distribution. When these costs de- 
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crease, if the income of the consumers remains steady, the de- 
mand increases. 

In the classic explanation of depressions, the curtailing of costs 
of production and the increase of purchasing power implied in 
the consequent reduction in the prices of goods, are among the 
ultimate advantages that flow from depression. But in industrial- 
ized countries—and most of the civilized world is industrialized— 
the gross income of the farm population is rather strictly bound 
to the income of the industrial wage earners. The gains to the 
farmer from reduced industrial costs are limited and remote. 

We may conclude that the combination of industry with agri- 
culture has certain economic advantages. These advantages flow 
from the relations in the domestic market between agriculture and 
industry. The slow turnover and circulation of floating capital in 
agriculture help to give a certain stability to the whole system. 
The problem remains of effecting such structural changes in the 
economic body as would materially reduce the risk of panic and 
depression. 

A comparative survey of the behavior of different economic 
systems under depression. indicates that there must be other potent 
factors which create elasticity and the capacity for adjustment to 
cataclysms. I believe that one of these factors, and one of the most 
important, is to be found in the set-up and function of the indi- 
vidual establishments and enterprises in the economic system, in 
agriculture, industry and traffic. 

Under depression, however long it may last and however deep 
it may sink, one individual enterprise after another is weakened 
until their mass collapse gives rise to panic. If we disregard the 
question whether the financial weakness and the final collapse of 
the enterprises is merely the effect of the depression, or is also a 
cause of it, we may assume that the depression would be easily 
overcome if every single enterprise were resistant, independent 
and adjustable. The economic body would be capable of develop- 
ing an antitoxin against the toxins of depression. If we examine 
the various types and sizes of enterprises and check their records 
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under depression, we find all over the world that middle-sized 
or small enterprises have been able to stand the depression much 
better than the big enterprises, or especially, the huge ones. 


II 
Flexibility in Agriculture 


In agriculture, the small or medium-sized family farm has stood 
the test of the universal economic emergency. These family farms 
of the mixed-farming type, with their combination of plant and 
animal production, with their year-round sales, their intensive 
use of labor, their intensive cultivation, and their inherent ca- 
pacity for transforming commodities into more finished or higher 
quality goods, have proved, their elasticity and ability to make 
adjustments. They have the advantage of distribution of risks and 
insurance against collapse of one or two commodity prices, as 
well as against total failure of crops. 

The output and real income of such farms, being in the large for 
home consumption, remain relatively stable. So much of the gross 
yield as is used for the maintenance of the farm family and the 
animals is stable in its value because it stands outside of the mar- 
ket and is immune to price fluctuations. The smaller the propor- 
tion of goods produced for the market as compared with the goods 
consumed at home, the greater will be the elasticity of the enter- 
prise. There is no problem of inelasticity of wages, because that 
part of the farmer’s income which takes the form of cash pur- 
chasing power is subject to adjustment. The farmer tries to adjust 
this element in his income by increasing the efficiency of his farm 
or by enlarging his sales. If his cash income drops, he nevertheless 
has shelter and food, so that his standard of living can never drop 
so low as that of an unemployed industrial laborer. Therefore 
the operator of a family farm is usually willing to pay a premium , 
for his independence in the form of earnings normally less than 
those of the fully employed industrial wage earner. 

Furthermore, the family farm gives scope for the exercise of any ( 








reenact enie 





PANIC-PROOF STRUCTURE 51 
d kind of individual talent. Some farms may be operated by spe- 
h cialists in vegetable or fruit growing, others by specialists in mar- 
ket gardening, in poultry or cattle or hog or horse breeding, in 
the production of milk, or any one of the diverse forms of agri- 
cultural production. There are at least one hundred different 
types of peasant farms to be found in Europe. Between horticul- 
ture, at the one extreme, as the most intensive form of utilizing 
d the soil, and forestry, at the other extreme, as the most extensive 
1s use, any kind of adjustment to natural and economic surround- 
d ings is possible. The most intensive types of agriculture and hor- 
re ticulture still leave leisure time to the farm families. They are 
a- able, with their farm or holding as a basis, to engage in additional 
oT work as craftsmen. 
e Family farms of the European peasant type presuppose certain 
d basic conditions, which place the small or medium-sized enter- 
AS prise in horticulture and agriculture at an advantage. Such con- 
ditions are: 
or 1. Precipitation, sufficient but not excessive, to permit the pro- 
SS duction of a wide variety of crops and the dependent animal life. 
e This essential variety of production is not practicable in semi- 
r- arid or excessively humid and cold regions. 
r- 2. Market facilities, such as railroads or other means of trans- 
Is portation. 
r- 3. Adequate educational facilities, both for children and for 
at adults. . 
r- 4. Laws which enable farmers to organize successfully associa- 
st tions for cooperative buying and selling in wholesale lots. 
n Omitting the most extremely unfavorable conditions, peasant 
SS family farms are, in the long run, victorious in free competition. 
P Large-scale farms, in some fields of production, as for example 
e wheat or barley on virgin black soil, admit of higher efficiency 
n and lower costs of production, so long as the capacity of their 
n 


machinery is utilized to a sufficient degree. But they have to be 
organized in a very specialized way, and can thrive only if they 
Y can hire labor for a short rush period. They give only four or five 




















52 SOCIAL RESEARCH 


months of labor, generally less than that. These specialized enter- 
prises depend entirely upon the price of one or two commodities, 
and upon the wage level for seasonal labor. They give employ- 
ment no longer than necessary. Their failure under extreme 
changes in the prices of their main products leaves their working 
forces without resources and involves the community in addi- 
tional costs in the form of doles and capital losses. 

Records from all countries in the world indicate that large- 
scale farms suffer so severely under business depression that all 
the advantages of low costs of production in short periods are vir- 
tually cancelled. They are therefore a danger to the economic sys- 
tem of a nation, especially if they are predominant among agri- 
cultural enterprises. 


III 
Flexibility in Industry 


If agricultural enterprises or working units of small or medium 
size have proved to be so much more elastic than large enterprises, 
the question naturally arises, what about the relative elasticity of 
small and large industrial plants? To answer this question, we 
must first review the principal causes of industrial concentration 
and the progressive growth in size of the larger units in industry. 
The evidence appears to point to the following as among the most 
important factors making for concentration: (1) favorable trans- 
portation costs; (2) lower cost of mechanical power; (3) lower 
overhead costs. 

Freight costs could be kept to a minimum by locating factories 
close to the origin of raw materials or of fuel. So long as water 
transportation was relatively cheap, industrial enterprises, espe- 
cially in the heavy industry, where the weight of raw materials 
was a consideration, found it advantageous to concentrate their 
factories around the harbors, or at least along the waterways. 
As the proportion of raw material in total costs decreased, the 
railroad appeared as competitor of the waterways. Until recent 
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decades the dominant factors in localization were thus easy access 
to raw materials or cheap transportation. Within localized indus- 
try the advantage of cheaper power lay with the larger unit. The 
best source of mechanical power was still the steam engine, and 
every increase in the capacity of the steam engine reduced the 
cost of power. Not only were the larger power plants more efficient 
mechanically: coal, purchased in large tonnage could be supplied 
more cheaply. All these factors together made for localized indus- 
try and the large factory. 

Nevertheless, the tendency toward the mammoth plant did not 
display its full force until industrial entrepreneurs became ccn- 
vinced that increasing turnover allows lower cost of production, 
because the weight of the overhead costs of every kind, the costs 
for research and invention, patents, etc., decreases with increasing 
scale of operations. Inventions such as the conveyor belt, and all 
the machinery that increased the efficiency of human labor rap- 
idly, allowed the wage share in the cost column to be cut dis- 
proportionately. It seems unnecessary to mention the numerous 
other factors which fostered the development of huge uni‘: 
Among them special stress should be laid upon the desire of ca- 
pable entrepreneurs, who had proved their ability to earn profits 
from well-managed smaller units, to extend the scope of their 
operations. With the larger unit they could avail themselves of 
technological research, which is extremely costly and cam only be 
financed by the resources of a large-scale enterprise. 

As the world depression of the last four years has abundantly 
proved, the case for the superior advantage of the large-scale 
enterprise is by no means so clear as it formerly appeared. It is no 
longer possible to affirm dogmatically that the process of concen- 
tration is necessarily attended by diminishing costs. 

One assumption on which the doctrine of the efficiency of large- 
scale production rests is that the capacity for production of the 
large plant can be used continuously to the full or nearly to the 
full. If this fails to be true the costs of production increase pro- 
gressively, until the factory goes bankrupt. This point is extremely 
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interesting for our inquiry, because on its negative side the law 
of concentrated overhead costs simply means a very dangerous 
inelasticity. The high investment of capital in such factories causes 
tremendous losses whenever adjustments or changes become un- 
avoidable. 

When we draw comparisons from the point of view of the na- 
tional economy between small or medium-sized units and mam- 
moth units, all the losses in the depths of depressions have to be 
taken into account as costs of production. It would, however, be 
a sin of omission not to mention that industrial entrepreneurs 
have one remedy against the inelasticity of the large enterprise 
which allows them to limit their losses. They find some elasticity 
in the dismissal of laborers and employees. They transfer the 
unavoidable loss to the shoulders of the people who become un- 
employed, in order to safeguard themselves and their enterprises. 
The working masses have to save against such contingencies, or 
the taxpayers in general have to carry the burden of unemploy- 
ment relief or capital destruction. 

The factors which have promoted the construction of these dan- 
gerously inelastic mammoth units have in the meantime changed 
markedly in potency. With the supply of cheap electric power 
available to a whole continent, the differential on cost of power, 
which checked the decentralization of industry, is eliminated. To- 
day it is more economical to install a separate electric motor with 
every tool or machine. The transmission of power over long dis- 
tances and the ease of distributing it even for the smallest 
machines opens the way of advance for the small industrial enter- 
prise. Electric current is virtually emancipated from costs of trans- 
portation. It is virtually independent of the sources of fuel sup- 
ply. Further, transportation of goods by truck has broken the ban 
of centralization both in purchases and sales. 

In time of depression the smaller industrial units and little fac- 
tories have exhibited an elasticity similar to that of the family 
farm. The explanation is to be sought in the fact that the employ- 
ers and workers in the small enterprise have a higher degree of 
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interest in its success. Changes in production are much easier to 
make.? And finally it must not be forgotten that many of the newly 
invented tools and production methods are not at all bound to 
big factories, not even excluding the conveyor belt or the Taylor 
system in general. Ingenious inventions are not at all monopolized 
by enterprises with tremendous capital nor are they necessarily 
related to costly large-scale research. The history of German in- 
dustry shows plainly the leadership of the small and medium- 
sized factories in the field of inventions. (The obscure tactics in 
patent litigation and the abuse of financial power for the preven- 
tion, destruction or expropriation of inventions raise other ques- 
tions.) By far the most valuable inventions are made by people 
without property, such as intellectuals or practical men with in- 
tuition. | 

Technical achievements in agriculture and industry have tended 
to favor large enterprises because of the faith in their divinely 
destined victory. By the mere choice of topics and problems, re- 
search and teaching throughout the world have unconsciously 
stressed the efficiency of large-scale enterprises. If the governments, 
guided by a sense of economic and social justice, would distribute 
their attention at least proportionately among the different groups 
of enterprises, many changes in thé industrial structure would 
result in a short time. 

If the statistics on savings and bankruptcies during the depres- 
sion demonstrate, as they appear to do, that in industry as in agri- 
culture, small and middle-sized units can withstand and resist 
depression much better than the big ones, we see new possibilities 
of development for the future. We must, of course, admit that in 
some fields of production, where transportation costs of heavy raw 
materials are still an important factor in the final price calculation, 


While the owner of a medium-sized factory is much more conscious of the 
peril of a financial catastrophe under the emergency of unexpected necessary ad- 
justments, he does not go too far with machine investments. He attains the same 
end through increased employment of labor, less dead investment, and more 
flexibility, and escapes in the long run the destiny of foreclosure due to excessive 
destruction of capital. 
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or where the necessary equipment requires a large minimum size, 
big factories are still important. But even here, we very seldom 
find an absolute necessity to build such enormous plants as have 
been so widely advertised in recent years as the climax of indus- 
trial development. 

The weakest point of the huge combinations, the so-called 
“trusts” or “concerns,” consists in the difficulty encountered in 
discovering the extraordinary ability needed for the masters of 
such enterprises. The depression has proved, and further depres- 
sions will probably prove, that the chance of having a continuous 
chain of divinely inspired superbosses is too small to encourage a 
nation to gamble on it. Smaller units offer much better chances, 
and give much more assurance that men will be available to fulfil 
the economic purposes of enterprise.? 


IV 
Utopia and Reality 


When the phantom of forests of smokestacks in the midst of nearly 
depopulated agricultural deserts disappears, due to the restoration 
of sound economic calculation, we shall enter upon a far more 
harmonious and better balanced national life. When well dis- 
tributed agriculture and horticulture are interspersed and inter- 
linked with a well proportioned industry, scattered all over the 
country, the concentration of millions of people in city cliff 


1The basic attitudes of individuals have changed far less under business and 
industrial changes than is usually assumed. Failure to recognize the essentially con- 
servative character of human behavior has led to numerous extraordinary miscal- 
culations in economic and political life. There are more problems in the field of 
production than costs, wages and interest. 

One of the most important psychological factors in the field of production— 
a factor which has almost been forgotten under the vogue of mechanical planning 
and cost accounts—is the spiritual cohesion of the producing group in team work, 
the zest in associated productive activity. The necessity of a creative and energizing 
esprit de corps, which resolves the bosses and the foremen and other responsible 
personnel into a single organic will to advance, indicates the necessity of so de- 
termining the size of an undertaking as to make possible a continuous personal 
contact between the industrial chief and his followers. Otherwise the enterprise in- 
curs the risks inherent in over-mechanization and bureaucracy. 
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dwellings will be recognized as utterly irrational. The object of 
concentration in cities will have disappeared even for central ad- 
ministrative bodies and commerce. 

Comfortable homes will appear everywhere in the regenerated 
and revitalized life. Transportation by bicycle, bus and automo- 
bile, as well as by electric trains will make accessible the comfort 
of the country home. The immense technical changes that have 
taken place within the last fifty years have operated to make coun- 
try living increasingly practicable. Radio has broken the silence 
and mental distance of the province from the large centers of 
population. Modern technique makes possible the installation of 
the comforts of the city house in country houses far from the 
city. 

The overcapitalized apartment house, overcrowded with peo- 
ple—the huge enterprise which collapses during depressions— 
may be pushed far into the background of the picture. The large 
cities with their financial risks exhibit all the danger points of the 
huge industrial enterprise. To relieve their congestion by draw- 
ing away part of the population would reduce the risks of social 
and political life. It is to be borne in mind that overcrowded 
dwelling centers are in depression real incubators of radicalism 
and revolutions. 

Markets for agricultural as well as for industrial goods would 
change fundamentally. If agriculture and industry come to be 
organized in smaller units in the economic organism, if in addi- 
tion population becomes more decentralized, the assemblage and 
distribution of goods, the storage and preservation, will have to 
follow new and different ways as well. 

The depression has proved the superior elasticity of all family 
enterprises, nowhere with more striking emphasis than in the 
field of distribution. Survival power has proved to be greatest 
where some kind of elaborative process is included in the activity 
of distribution, as for example in baking or even more in the 
retailing of meats by butchers. The records of foreclosures are 
particularly illuminating in this connection. Losses through fore- 
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closure have been much lower than in the case of large-scale enter- 
prises. While most of the research work on commercial manage- 
ment is being concentrated on the success of chain stores and 


department stores, very little attention is being paid to the re- 


markably better record of the millions of family enterprises out- 
side the limelight. These smaller enterprises distribute by far 
the largest amount of goods, give quite a different type of service, 
merchandise all those goods that need special commodity knowl- 
edge, and survive although they obtain no aid from research. 

The decentralization of habitations serves to improve the 
chances for the smaller enterprises in retail business. Wholesale 
trade would naturally continue to exhibit a high degree of cen- 
tralization, although not so high as under recent conditions. 

At this point the reader may have reached the conclusion that 
what is under consideration is a Utopia impossible of realization 
anywhere. It may interest him to glance at an actual exemplifi- 
cation of this apparent Utopia. In the south German state of 
Wiirttemberg, we find in nearly all parts of the economic life 
this elastic and panic-proof form of organization. 

This rolling and mountainous country, with 1,152 meters maxi- 
mum and 136 meters minimum elevation above sea level, is the 
native country of the oldest and finest peasantry in Germany. At 
least half of the 20,000 square miles of the surface presents rather 
unfavorable agricultural conditions. The really large estates can 
be counted on the fingers of one hand. The peasantry on inherited 
farms have split the farms into smaller and smaller holdings, so 
that we find the widest range of all types of family farms, from 
those exhibiting a large proportion of production for the market 
down to less than subsistence homesteads.1 This densely popu- 


1 The statistics of farms show the following distribution of 309,114 farms: 
Number Per cent Area in hectares 


Farms with less than 2 hectares 158,797 51.37 101,045 
Farms with 2-5 hectares 79,924 25.86 245,556 
Farms with 5-20 hectares 60,535 19.58 483,813 
Farms with 20-100 hectares 9,295 3.01 216,066 
Farms with 100 hectares and more 563 0.18 26,800 

1,073,280 
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lated country with two and a half million people, with its sound 
and wealthy peasantry, is at the same time one of the marvels of 
German industry. No one of the usual explanations of the loca- 
tion of industries is here applicable. 

In Wiirttemberg, industry is far away from coal, oil, iron, or 
waterways, or even from sufficient sources of electric power. The 
cause of industrial location is solely the presence of the best type 
of skilled laborers and craftsmen, who are rooted today, as they 
were centuries ago, in their farms and holdings, and who live in 
the country among peasants if they are not, as many of them are, 
still to some degree peasants themselves. 

This country does not have any really big industrial cities. 
Stuttgart with 340,000 inhabitants is much more an administra- 
tive, commercial and educational center than an industrial city.? 
Among the industrial products are Mercedes, Benz, Maybach and 
Magirus automobiles and trucks; Zeppelins and Rohrbach air- 
planes; watches and jewelry; fine leather products, china, art fur- 
niture; textile products of all kinds; rifles and other weapons 
and ammunition; sheet iron products, aluminum; printing presses, 
water turbines, bakery machines, electric apparatus, Bosch mag- 
neto products, fire engines; medical instruments, precision ap- 
paratus; pianos, organs, musical instruments; paper, agricultural 
machines and farm implements. In all groups, the Wiirttemberg 
quality of goods is of unsurpassed high standard, the secret of 
which lies in the skill and intelligence, the thoroughness of the 


Nearly 97 per cent of the agricultural units belong to the small and medium-sized 
groups. The remaining 3 per cent of farms consist mainly of forest with some tillage. 

The distribution of 1,677,277 gainfully employed people among the different 
economic groups is as follows: 


Agriculture and forestry 38.2 per cent 
Industry and the crafts 35-8 per cent 
Household help 3-2 per cent 
Traffic and commerce 9.6 per cent 
Administration and public health service 4.8 per cent 
Without steady employment 8.4 per cent 


2 There are only 23 other “cities” with 10,000 to 60,000 inhabitants. More than 47 
per cent of the population of Wiirttemberg lives in communities with less than 2000 
inhabitants, and another 14 per cent in communities with less than 5000 inhabitants. 











60 SOCIAL RESEARCH 


splendid sons of this democratic country, where feudalism had 
been overthrown by the self-conscious farm population two hun- 
dred years ago. 

Under intensive methods of cultivation, Wiirttemberg agricul- 
ture produces tobacco, hops, grapes, fruits, vegetables, sugar beets, 
poultry, milk, cattle, hogs and all varieties of grain. 

Among all the German states the economic system of Wiirt- 
temberg presents the most convincing record of capacity to ride 
out depression. The state of Wiirttemberg has the lowest per- 
centage of unemployment, the smallest ratio of foreclosures, the 
most steady development of real estate values, the most stable tax 
income, no unsecured debts, satisfactory bank deposits, no mora- 
torium for farms up to 1933. No radical political movement has 
ever arisen there. This state, which can look back through a longer 
period of history than any other German state, has developed the 
highest standard yet attained in German industry.’ It is a state 
with a distinctive population having a taste for intellectual and 
philosophical exercise. Among all the German states Wiirttem- 
berg seems to have by far the best chance of a sound development 
in the future. 

In emphasizing the effect of structural differences upon the 
elasticity of economic systems under depressions, I have not con- 
templated any aggressive program of changes in structure. It is 
perhaps unnecessary to mention that the structure of Wiirttemberg 
is not the result of countrywide planning, but of a steady develop- 
ment guided and guarded by statesmen and administrative bodies, 
who have had a strong sense and sound judgment of a well-bal- 
anced social life. But it seems worth while to consider how far the 
further growth and development of economic society can be 
guided toward a better balanced system, and how barriers against 
panics can be set up by following the line of three-dimensional 
harmonious growth of national economic life instead of sticking 
to a mechanical ideal of straight-line development. 


1 Many of the products of the Wiirttemberg industry still have almost a monopoly 
quality throughout the world. 
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THE PRESSURE FOR MONETARY 
DEPRECIATION 


BY ARTHUR FEILER 


I 
Depreciation of Money as a New Means of Economic Policy 


HE disturbances of the currencies in the European nations fol- 
lowing the World War came upon the peoples concerned as ele- 
mental catastrophes of nature. They were unwanted and did not 
represent deliberate means directed toward a conscious end. This , 
is true even though certain economic groups understood how to 
obtain advantages for themselves out of the destruction of the 
currency. That happens in every general catastrophe, as it did in 
the war itself. Witness the profiteers. To the great mass of people, 
however, these disturbances appeared as misfortunes caused by 
dark and mysterious circumstances. And they were regarded in 
very much the same way by the governments themselves, who 
were either not wise enough or not strong enough to find some 
other way out of the desperate emergency which faced their pub- 
lic finances. In fact, those statesmen who reestablished secure mone- 
tary standards were most highly lauded. As a result of these ex- 
periences a new disturbance of the currency is today most feared 
and opposed in those very countries in which the lessons of the 
war and post-war inflation were especially severe and are there- 
fore most clearly remembered. France refuses any further gamble 
with new monetary experiments. The German example is espe- 
cially striking. For that country considered it far better to lead 
its foreign creditors through repeated and progressively compli- 
cated conferences to standstill agreements, to establish a rigorous 
control of foreign exchange and the most varied forms of blocked 
marks and the like, to set up the most skillful and artificial ma- 
nipulation of the international transfer relations of money and 
capital, rather than abandon the mark again. 
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In England, too, the abandonment of the gold standard and the 
depreciation of the pound were certainly felt to be a misfortune 
by a large section of the people, as well as a severe injury to the 
business reputation and therefore to the political reputation of 
England. That England is most anxious to escape again from this 
monetary uncertainty and to stabilize the pound in a new relation 
to gold was demonstrated clearly enough by its government at the 
London World Economic Conference. Nevertheless the situation 
in England is different from that in France or Germany, for ex- 
ample. The action of England after the war in stabilizing the 
pound at its pre-war parity provoked from the first not only ex- 
pressions of approval but also many strong attacks. And since the 
beginning of the present crisis the abandonment of the gold stand- 
ard and the depreciation of the pound have been demanded with 
increasing energy by various groups as a means of combating the 
crisis. The fact that at the very moment when the acute sharpen- 
ing of the crisis led to an actual abandonment of the pound, the 
Macmillan Report recommended against such action—primarily 
because of the peculiar position of England as the international 
money and capital market and to a much less degree because of 
the economic and social upheavals to be expected from such a 
step—does not detract from the increasing strength with which 
the argument for depreciation was presented in England. If pub- 
lic opinion to a great extent had not already been won over to 
the abandonment of the old standard despite the Macmillan Re- 
port and if great and powerful interests had not seen in it the 
satisfaction of a long sought demand, the pound would have been 
defended with greater energy. Also, if the danger to the world 
economy of a further sharpening of the international crisis as a 
result of the depreciation of the pound had been correctly per- 
ceived internationa!ly, France would have adopted a gold policy 
supporting the pound instead of the disastrous policy against the 
pound. Since then, however, the plans, already discussed in the 
Macmillan Report, to bring about depreciation deliberately and 
to use it as a conscious means of economic policy had gained im- 
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mensely in effectiveness. The example of England in abandoning 
the gold standard was immediately followed by a number of coun- 
tries without those misgivings and scruples which England had had 
to overcome. The latest and practically decisive example has been 
given by the United States. 

Without sufficient differentiation between inflation and devalua- 
tion, such measures have since increasingly and with extraordi- 
nary propagandist power been urged as remedies for the crisis, 
as means of repairing economic and social damage, in any case, 
as means of economic policy to be utilized consciously by the gov- 
ernment. This is the new development which forms the subject 
of the present paper. The tabu, which in the century before the 
war (after the experience with the French assignats) served as a 
deterrent to experiments with the standard, no longer stands 
guard before the temple. In its place there has appeared the be- 
lief in the omnipotence of the state. “Parliament can do anything 
except make a man out of a woman.” This omnipotence, it is 
believed, holds not only in the political but also in the economic 
field and even against economic law. For economic law has, not 
in reality but in the consciousness of the people and in their 
readiness to believe in it, lost strength to the same degree that 
economic automatism no longer seems capable of bringing relief 
from the crisis. The belief in force, on the other hand, has grown 
stronger as people have learned to obey it, as a result of war, 
bolshevism and fascism. The belief in force requires simple for- 
mulas, simple prescriptions. The fact that the prescription of 
monetary depreciation sounds so remarkably simple and that it 
presents the rare ability to satisfy the desire both for mysticism 
and for simplicity (since apparently to those with a smattering 
of knowledge few matters are so darkly misleading as the question 
of the nature of money) has immensely strengthened the power 
of the propaganda. Yet it will be shown that this demand for de- 
preciation of the currency, which appears to be so new as a means 
of economic policy, is not unrelated to earlier tendencies, both in 
its origin and in the trend of its thought. Its deeper roots are 
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largely the same as those from which protectionism generally 
developed. And the relationship is so close that protectionism here 
reaches its highest form of expression. 


II 


Deflation, Reflation, Inflation, Devaluation 


The cry for inflation finds its general popular basis today in the 
complaint against deflation. The latter is held responsible for all 
the present misfortunes, the price declines and the crisis; there- 
fore a process of reflation must and can be initiated which will do 
away with deflation and thus with the crisis. In this train of 
thought the true and the false are intertwined. Part of the blame 
for this rests on the scientific debate which does not always dis- 
tinguish the concepts with the necessary clarity. 

L. Albert Hahn, for example, says in his lecture Kredit und 
Krise:' during the inflation “one spoke in general of an increase 
in the price of this and that good and finally of all goods. Only 
after an extraordinary length of time was it recognized that these 
phenomena involved a change in the value of money, caused by 
an increase in the circulating medium. In the same way one speaks 
today of a fall in the prices of copper, rubber, farm products, 
automobiles, etc. Everyone considers the price declines of the 
goods which interest him as consumer or producer as develop- 
ments from the goods side and fails to realize that a decline in the 
general price level, a change in the value of money, is involved.” 
And, in another place, ““The world economic crisis is indisputably 
deflationary, at least to the extent that the value of mcney has 
risen sharply during the crisis.”” But he himself, in the same lec- 
ture, distinguishes between the deliberate deflation of a central 
bank and the automatic deflation which arises from the fact that, 
at the end of the period of prosperity, the stimulus to business 
expansion has been exhausted, all enterprises or branches which 
are profitable only under conditions of increasing prices or in- 


* Tiibingen 1931. 
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creasing sales have been shut down, the sums previously regularly 
expended for raw materials and wages are utilized for the repay- 
ment of credits and in this way the circulation of money is dimin- 
ished. He therefore considers the really essential problem to be 
whether the crisis is caused by the contraction of the money and 
credit system or whether, vice versa, other symptoms of the crisis 
bring with them the contraction of money and credit. 

In reality, the popular cry for inflation would possess very much 
less force if the scientific discussion had not supplied it with a 
cue by using deflation in this double sense. It is a truism that 
every change in the cycle goes hand in hand with a change on the 
money side, that therefore in the phase of recovery rising prices 
are accompanied by increased demand for credit and increased 
monetary circulation, just as in the crisis falling prices are accom- 
panied by declining circulation and declining demand for credit. 
(Possible accompanying changes in the velocity of circulation of 
money may render the external picture indefinite without chang- 
ing the fundamental relationship.) Equally fundamental is the 
fact that as a result of this the rate of interest declines in the de- 
pression and rises in the period of prosperity, with a resulting 
increased or decreased stimulus to the demand for credit. In this 
self-evident relationship, however, the question still remains un- 
answered as to which is cause and which effect. ‘The answer to the 
question of what it was in the first place that set off the parallel 
developments on both the goods and the money side is the really 
decisive one. This determines whether, in a particular instance, 
one may speak of an inflationary prosperity or of a deflationary 
depression. Without such a clear distinction one is continually in 
danger of speaking in tautologies. 

Let us use certain actual problems as concrete illustrations. It 
is incorrect to speak of deflation as the precipitating cause when 
technical changes in important fields of production have resulted 
in lower costs and therefore in lower prices. Again, if the present 
world economic crisis has been so greatly sharpened by the dis- 
turbance of the international credit system, as it was in 1931 by 
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the events in Austria, Germany and England, the logical conse- 
quence of such an international deflationary phenomenon should 
have been not national inflation in creditor nations (such as the 
United States) but a reestablishment of the international credit 
system (world-wide economic reflation) by means of a new in- 
crease in American and French foreign credits. For the shattered 
confidence in the world economy, which remains as a grave con- 
sequence of these events of 1931 and has served to deepen the 
crisis considerably, can not in any case be remedied by further 
currency disturbances, which only result in a further paralysis of 
the world economy. Confidence can be restored only by a re- 
establishment of stable bases for international economic relations. 
Finally, the sharper definition of the concepts of inflation and 
deflation does not invalidate the fact that a re-expansion of the 
demand for credit can contribute decisively to a revival of the 
economic processes. The fact that the decline in the interest rate, 
everywhere apparent, has not of itself led to such an increased 
demand for credit and that the evident willingness of credit in- 
stitutions to supply additional credit has not encountered a cor- 
responding demand on the part of private entrepreneurs, shows 
the depth of the discouragement, which can be attributed either 
to the assumption that the crisis has not yet cleared away all danger 
points or to a purely psychological paralysis resulting from the 
crisis. According as it is traceable to one or the other, according 
therefore to the peculiar circumstances in a particular national 
economy, will it prove advisable or dangerous to replace the absent 
private initiative by public initiative, the absent private demand 
for credit by public demand. If this is attempted (as, for example, 
by means of public demand for credit for public works) at the 
proper moment, when the material conditions for a recovery from 
the depression are really present, it may act as an initial spark 
which will stimulate individual entrepreneurs to increased ac- 
tivity. From this it follows that such an initially stimulating in- 
crease in credit for public works must be judiciously kept within 
such limits that the desired revival of private economic activity 




















MONETARY DEPRECIATION 67 


will not be hampered later because the capital market and the 
banking system have lost their liquidity. Such an expansion of 
credit can be termed inflationary in the same sense that every 
expansion of credit is inflationary and that every recovery phase 
is bound up with an expansion of credit, or “inflation.” Actually 
in this sense the term inflation is only a synonym for increased 
supply of and demand for credit. But this is not the inflation which 
propagandists now seek. 

The propagandists themselves are divided. Some have in mind 
primarily a tremendous creation of new money through the ex- 
pansion of credits to the state or private individuals. Others em- 
phasize the depreciation of the currency, the reduction in the 
gold content, in other words, the monetary value of the national 
monetary unit. It is frequently overlooked that the two do not 
necessarily mean the same thing and that the one is not necessarily 
bound up with the other. An internal expansion of credit need 
not necessarily lead to a depreciation of the external value of the 
monetary standard. Whether or not it does depends, on the one 
hand, upon the relative extent of the expansion and, on the other 
hand, upon the relative amount of means of international pay- 
ment (gold, bills of exchange, foreign securities, debts due from 
foreign countries, investments and credits in foreign countries, 
etc.) available for the protection of the foreign exchange rate. 
Vice versa, the abandonment of the foreign exchange rate and the 
reduction of the international value of the national monetary 
unit, which after a time leads to a decrease in the internal pur- 
chasing power of the unit and, with stabilization at the lower 
level, to the reduction of its internal gold content, are likewise 
possible without previous inflation. The abandonment of the Eng- 
lish pound in 1931 and of the American dollar in 1933 are typical 
examples of this. They both resulted from a governmental decree 
making inoperative the mechanism of the gold standard. England 
decided not to utilize its remaining gold reserves to protect the 
foreign exchange but chose instead to keep them for some future 
need. The government of the United States announced its inten- 
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tion ot forcing down the rate of exchange on the dollar. These 
decisions, to leave the foreign exchange rate alone or even to 
operate against it, were the decisive ones. But the question of 
inflation, of whether an internal credit expansion, a large scale 
increase in the amount of money, should be linked up with these 
international operations, was not automatically settled at the same 
time. Of course, if the reduction in the money value of the stand- 
ard becomes effective, the amount of money in circulation must 
be adjusted to the changed value of money. If, for example, the 
value of the monetary unit in a particular country has been cut 
in half, then, all other relations and especially the velocity of cir- 
culation remaining constant, double the amount of money will 
be needed to move the same amount of goods. It should be added 
that the condition that all previous relations remain constant will 
not as a rule be met in practice. In the transition period especially, 
so long as further monetary depreciation and a consequent fur- 
ther increase in nominal prices are anticipated, the velocity of 
circulation of money will increase sharply as a result of the flight 
from money to commodity values. To sum up, internal credit 
expansion is, within limits, possible without monetary deprecia- 
tion; if, however, the necessary guarantees are lacking and if above 
all the narrow limits are not observed, then inflation is the most 
certain means of destroying the monetary standard. Germany up 
to 1923 is the most striking example. Monetary depreciation, on 
the other hand, especially when consciously caused or indulged, 
is possible without previous inflation. Both inflation and deprecia- 
tion have their particular and very distinctive effects. Of course, 
the two can occur together, in which case the results of the one 
will correspondingly complement and sharpen the results of the 
other. In the popular propaganda, indeed, one frequently en- 
counters the strange picture of, on the one hand, advocates of 
“sound money” inveighing violently against inflation while quietly 
accepting devaluation or even demanding it, and on the other 
hand inflationists crying out just as violently for inflation long 
after they have already attained their principal goal, the devalua- 
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tion of money. The anomaly arises from the fact that they expect 
from manipulation of the currency results which can never be 
attained in that way. 


Ill 
The Goals 


The elimination of three evils is aimed at through currency de- 
preciation: first, the large volume of debts, both private and pub- 
lic; second, the high taxes resulting from the large public debts; 
and, third, low prices. To the private producer who suffers from 
these evils it really makes no difference whether they are caused 
by deflation or by some other strange high sounding word. He 
wants to be free of them, and of course in the simplest way. If 
prices are too low, let them be raised. If taxes and costs are too 
high, let them be reduced. If debts are too heavy, let them be 
lightened. Toward the accomplishment of these ends the state 
must help. “I maintain that the farmer who produces the food 
for society is entitled to the production cost of his work,” the 
farmer leader, Milo Reno, said recently at a gathering of farmers 
in Iowa.! This is the classic formulation. It was put in exactly the 
same way during the last third of the previous century when the 
German grain producers found themselves facing the newly aris- 
ing cheaper competition of American grain and the previously 
free trade large landowners went over into the camp of the pro- 
tectionists. And it will always be stated in that way whenever a 
large stratum of society feels its security threatened by the devel- 
opment of the market and sees its salvation in a revolt against 
the market. Under such conditions there arise again, despite all 
capitalistic rationalization to the contrary, the demand for the 
“justum pretium,” the demand for the reestablishment and assur- 
ance of the “natural markets,” the demand of established groups 
for the protection of their existence. The particular means of 
achieving this protection are of minor importance to the indi- 


* New York Times, Nov. 13, 1933. 
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vidual seeking it. Formerly the protective tariff was lauded as the a 
cure-all. If this can no longer suffice, since duties have already t 
reached their peak or since, in the case of international raw ma- t 
terials and foodstuffs of which one has an exportable surplus, the € 
tariff is unavailing, the patient is ready to seek new cures and r 
to put his trust in them. This is the case with inflation and de- 7 


preciation. The important requirement is simply that these means r 
shall appear to be powerful enough to accomplish the ends c 
sought. te 
Ic 
IV fe 
The Ideologies : 
In order to have them adopted, however, two things are neces- d 
sary, just as in the case of the agitation for protection. In the ir 
first place, the evil to be fought must be established as a com- al 
mon one pressing upon all society alike. Thus the propaganda th 
for the German grain duties always claimed to represent the equal Ca 
and unified interest of all German agriculture. It made people 
forget, for example, that parts of German agriculture produced id 
no grain at all, that for other parts the production of grain com- p? 
prised only a minor element in their total production, that as a st: 
result of the duties on grain the market for the peasants’ cattle ri 
and dairy products, vegetables and fruit would be reduced and T 
that, as a result of the capitalization of the grain duties in the su 
price of land, the extension of peasant agriculture into the areas th 
of the large estates would be rendered more difficult. In the case pl 
of the propaganda for monetary depreciation, too, all differences is 
in need as well as in the possibilities of obtaining relief had to sil 
be waved aside. The propaganda had to suppress all inconvenient ler 
facts: such as, for example, the fact that in every branch of pro- re 
- duction there are producers with the most varied costs and that pr 
some of them can, depending on conditions, meet expenses or vis 
even prosper under prices which may be ruinous for others, that pe 


similarly the extent of indebtedness is quite varied and that, in an 
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actual practice, along with producers with excessive indebtedness 
there are other producers and groups of producers whose debt 
burden is no more than normal and perhaps very light, or even 
entirely non-existent. The common protection which is sought 
requires a solidary interest on the part of all in this protection. 
Therefore the burdens of taxes, wages, interest or debts must be 
reduced for all. The crudeness of the means demands an equally 
crude and simple motivation. M. J. Bonn has very aptly charac- 
terized the objective in such a situation as the “socialization of 
losses.”” The consequences of this simplification go even further: 
for the sake of solidarity even losses which do not exist at all must 
be socialized. In the second place, just like protection, deprecia- 
tion must be presented and accepted as a remedy for the common 
distress. The fact that, so long as the total production has not 
increased, relief for one group is only possible at the expense of 
another must not be permitted to enter people’s minds. Help for 
the whole national economy—elimination of unemployment, es- 
cape from the crisis—will result from this great panacea. 
Behind this propaganda, however, there stands exactly the same 
ideology which is so well known as a result of the debate over 
protectionism, the ideology that the interest of the producer 
stands above that of the consumer and that the debtor has more 
right to sympathy and therefore to protection than the creditor. 
The fact that the end of all production is the satisfaction of con- 
sumptive needs and that production fulfills this end more fully, 
the more abundantly, efficiently, cheaply and easily it is accom- 
plished is constantly veiled from the common consciousness. This 
is not to deny that profit is necessary in production, especially 
since unprofitable production will not be carried on for any 
length of time. Actually, however, low prices, and especially price 
reductions resulting from a reduction in costs following technical 
progress, are not a misfortune. Instead they imply better pro- 
vision for larger groups of the population, achieved with less ex- 
penditure of labor. Only during transition periods can disturb- 
ances of the economic order arise therefrom. But, as the English 
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saying goes, “the consumer is always the forgotten man.” That 
goes for all strata of society. Taussig is quite right when he says 
that all workers are protectionists by instinct. They hope to gain 
more from protection as producers than they will lose as consum- 
ers. It is for this reason, for example, that it is everywhere so much 
more difficult to initiate a movement for action against price- 
raising monopoly than for protection against price-cutting compe- 
tition. There is lacking that active public consciousness of the 
harmfulness of monopoly. Not even those very groups of pro- 
ducers who, as purchasers of raw materials and semi-manufactured 
goods which have increased in price, feel the first impact, resist 
the attack of the monopoly with the same energy with which they 
so quickly defend themselves against the demands of the workers 
for increased wages or propagandize in favor of protective duties. 
They feel themselves as producers tied up with the monopolists 
who are levying this increased burden on them and they find at- 
tacking the consumers easier than defending them against the 
monopolists. For the same reason, the clamor over the disparity be- 
tween the prices of agricultural and industrial products so seldom 
leads to the demand that, in order to lower the price of the latter, 
the duties on them should be reduced. The general spirit of the 
time demands rather the increase of agricultural prices by official 
measures as the more proper expression of the supposed solidarity 
of the interest of all producers. 

The situation is analogous in the case of the public attitude 
with regard to creditors and debtors. In the public mind the debtor 
is primarily the producer, and he is also the weaker opposing the 
stronger. In reality the creditor is not always the great capitalist, 
the financial power, the octopus. Instead, creditors (whose number 
must have increased with the growth of public and private in- 
debtedness) also include the small savers who painfully put by 
needed pennies, the holders of insurance, the widows, the aged 
who can no longer earn anything, and the young who scrape to- 
gether a modest capital in order later to become independent. On 
the other hand the debtors are not always the weak but often the 
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strong who have large credit resources available and who use this 
credit in order to extend their power further and further through 
the expansion of their undertakings, the combination of smaller 
undertakings, etc. In addition, in sympathizing with the debtor 
one always has in mind only the one who has already obtained 
credit but never those others who will want and need credit in 
the future. For the latter depreciation means an increased credit 
cost, when as a result of the fear of inflation and the flight from 
currency, the quotation on loans with a fixed interest rate falls 
and, on other forms of credit, the lender demands in addition to 
his interest a premium for depreciation—a demand which makes 
the real recovery, the natural rise out of the crisis, so much more 
difficult. Powerful simplifications are needed in order to make 
people forget all these things. But all this is well known as a result 
of the struggle about the tariff, in which, for example, the heavy 
burden which the duties on grain laid on even the poorest con- , 
sumer was disregarded, just as today the heavy burden on the 
poorest saver is disregarded. The campaign for depreciation util- 
izes all the old methods and arguments. 


v 
Protectionism and Monetary Depreciation 


The English example shows clearly how close is the relation be- 
tween the advocates of protective duties and those of currency 
depreciation. In England the complaint of the producers over the 
low level of prices naturally does not figure in the focus of the 
debate. On the contrary, for England the real ratio of exchange 
has actually been improved by the crisis, which has lowered the 
prices of imported raw materials and foodstuffs more than those 
of the exported finished manufactures. The desire to reduce pri- 
vate debts in general by state intervention is also not the decisive 
factor there. Just so much stronger, however, is the complaint in 
English industry over the “excessive taxes,” which are partly a 


* Cf. Einzig, Paul, The Tragedy of the Pound (London 1932). 
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result of the tremendous internal debt (the war debt unadjusted 
after the reestablishment of the pound on the pre-war basis) , as 
well as the complaint over the “tyranny of the trade unions,” 
which prevents the adjustment of wages to the poor state of busi- 
ness and the sharpened conditions of competition. The idea of 
depreciating the pound offered itself as a remedy for these com- 
plaints. When it met with objections, the idea of a protective 
tariff appeared as an alternative:' a unified tariff of 10 to 15 per 
cent levied on all imports, which would raise internal prices and 
thereby reduce the real wages although nominal wages remained 
unchanged; in other words, it would accomplish exactly the same 
results as depreciation. Even an export bounty (which is also 
expected to result from a depreciation of the currency) was at- 
tached to this tariff proposal in Addendum I of the Macmillan 
Report. The defects in these calculations need not be specifically 
pointed out here. It is only intended to point out the parallelism 
between the two methods—a parallelism which holds to the very 
end. For when the sudden abandonment of the English pound 
occurred this idea of the unified tariff fell completely into the 
background: the desired result was to be obtained by the other 
method (with which special protective duties for individual prod- 
ucts could very easily be combined as additional protection) . 

It should not surprise us, therefore, if we continually encounter, 
in the specific arguments of the depreciation propaganda, the 
older popular deceptive conclusions of the tariff propaganda. ‘The 
mottoes of “protection of domestic industry,” of “hole-proof 
tariffs” (by which all will gain and none lose) are reborn and 
even attain here their highest perfection. For in the case of the 
tariff there are always conflicts over the individual rates and it is 
impossible to stop up all gaps. Frederic Bastiat’s famous candle 
makers who petitioned the Chamber of Deputies for protection 
against the destructive competition of the sun? could not be pro- 


1 Cf. Haberler, Gottfried, Der Internationale Handel (Berlin 1933) p. 197 ff. and the 
English works there referred to, especially the Macmillan Report and its Addendum I, 
influenced chiefly by Keynes. 

* Cf. Haberler, op. cit., p. 180. 
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tected by a tariff. Monetary depreciation, however, accomplishes 
everything with one blow and without debate over individual 
points (naturally also without investigation of particulars) , with- 
out conflict between the various interests and without making it 
necessary for individuals to be ashamed of the immodesty of their 
demands. The purchasing power argument also comes into the 
foreground again. “If the farmer has money, the whole world 
has,” “the money remains in the country,” etc. It remains unno- 
ticed that if the total production remains unchanged mere higher 
prices do not increase purchasing power but only change its dis- 
tribution, one losing what the other gains, and that real increase 
in purchasing power can be achieved only through increased pro- 
duction. Here again we encounter the fact that, in the crisis, 
momentary relief is sought above all, even at the cost of lasting 


injury. 


VI 
Contradictions 


In this connection the contradictory nature of the argument be- 
comes very clear. It is possible by means of depreciation to reduce 
the public indebtedness, tremendously increased over the pre-war 
period, and with it the interest burden and the tax needs of the 
state. Herein lies the allurement for governments to present less 
opposition than formerly to the demands of individuals for de- 
preciation. For the governments also have only the choice between 
honesty with high taxes and bankruptcy; and to them also secret 
bankruptcy is far more appealing than open. It is further possible 
through depreciation to reduce private debts, also tremendously 
increased as a whole, if the debtor is permitted to pay the nominal 
amount in depreciated money, without regard to the price level at 
the time the particular debt was contracted, without speciiic ex- 
amination of the circumstances of the individual debtor—and of 
course not’of the creditor. Here too the general Seisachtheia is 
naturally much more convenient than individual arrangements, 
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more convenient, too, than direct state aid to really needy indi- 
viduals and groups, which must always be bound up with investi- 
gations of need and of the standing of the enterprise, with control 
of expenditures, etc. Finally, it is possible by monetary deprecia- 
tion to achieve a nominal change in the general price level, which 
may lead to real increases in the income of certain groups (at the 
expense of others). On the other hand, it is not possible to raise 
the international price of international goods by means of na- 
tional monetary depreciation. This is no more possible by this 
means than by the tariff. As a result of depreciation, the producers 
of wheat, of cotton, etc., will receive more units of the depreciated 
currency but not higher real prices. On the contrary the price on 
the world market may be even further depressed through the in- 
creased supply from countries with depreciated currencies. This 
shows how questionable the effort is to close the scissors between 
the prices of agricultural and industrial products by means of 
monetary depreciation. It may not have appeared so at first, when 
speculation, stimulated by the expectation of inflationary price 
increases, gave expression to this expectation through speculative 
purchases of the commodities dealt with on the exchanges (grains, 
industrial raw materials) and thereby forced these prices up 
quickly. This can continue for a while, since the various prices 
react differently to the depreciation of money. The wholesale 
prices of international commodities adjust themselves most quickly 
to depreciation, while the prices of finished products (not only 
industrial but even agricultural) and retail prices especially fol- 
low more slowly. In the long run the same forces which formerly 
determined the price relationships reassert themselves; deprecia- 
tion alone, other things being equal, can change nothing. But 
until this final adjustment takes place, the producers of those inter- 
national wholesale commodities have the advantage in that the 
greater amount of depreciated money which they receive can be 
exchanged, on the home market although not on the world mar- 
ket, for more other goods than formerly (in so far as they are not 
themselves consumers of such international goods as, for example, 
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farmers are consumers of rubber) . This is not a lasting advantage 
but only a passing one, an advantage of the transition period. For 
this reason there is a very strong inducement to try to make this 
transition as long as possible and to stave off the time of stabiliza- 
tion at the new low level when the balancing of price relations 
must again set in. The result is that these interests atttempt to 
make the depreciation progressively greater and sharper. 


VII 
International Economic Consequences 


The same danger, that the achievement of depreciation will merely 
awaken the desire for its extension, is also evident in another con- 
nection. Depreciation as a new conscious means of national eco- 
nomic policy appeals to many also in that it seems to present a 
new weapon in the international commercial struggle—the com- 
plement and crowning feature of protectionism. Monetary depre- 
ciation as a barrier to imports and a stimulus to exports—is not 
this true “national economic policy?” It might seem to be, if one 
includes in “national economic policy” the ever-increasing hin- 
drances to international economic relations and therefore the 
progressive decrease in the advantages which international division 
of labor offers to all those’ participating. But even then this policy 
is not so truly “national.” For depreciation, and above all ex- 
pectation that it will come or will continue, stimulates the flight 
of capital. This results in the provision of capital for foreign 
countries, a result undesired and often very harmful, as in the 
English example of 1931, where the great flight of capital, itself 
a result of anxiety regarding the standard, accelerated considerably 
the collaj:se of the pound. On the other hand the subsequent flight 
of capital from other countries to England made the practical 
stabilization of the pound much easier. In addition, the stimula- 
tion of exports by means of depreciation is not pure gain for the 
nation. For although the proceeds of the exporter appear to be 
high when exchanged in terms of the depreciated home currency, 
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they represent in reality an underbidding of the previous world 
price (therefore valuta dumping) and represent a cheaper pro- 
visioning of foreign nations at the expense of the internal economy. 
But this passes unnoticed within the country, so long as the na- 
tional price level is not adjusted to the international. Therefore 
the stimulus to exports continues so long, but only so long, as the 
depreciation progresses. As a result, protectionism based on mone- 
tary policy’ enters upon a new stage, in which the analogy to the 
development of commercial protectionism is again evident. At 
first it was defensive: control and management of exchanges, in 
order to protect the currency. Now it becomes offensive: deprecia- 
tion as a positive means. And this provokes countermeasures with 
the same weapon. Emil Lederer? observes correctly: “Only with 
horror can one conceive such a condition of international econ- 
omy in which every depreciation of one currency is followed by 
deliberate depreciation of other currencies in a vicious circle, 
from which it is as difficult to escape as from the race of duties, 
quotas and valuta controls.” 


VIII 
The Inflation Tax 


The principal burden of depreciation must be borne by the coun- 
try itself. This is even more evident in this case than in that of 
the tariff. ““The foreigner bears the duty,” was the motto of the 
protectionist. But this is false. If internal prices rise as a result of 
the tariff, the burden on the internal consumer and the one who 
works up the commodity involved is obvious. But even if, as is 
quite possible, a duty results in a decreased price on the world 
market instead of in an increased price in the importing country, 
the burden still remains on the protectionist country, if the mar- 
kets have reached a new equilibrium, for its cost of living, wage 


* Cf. Greiff, Walter, Der Methodenwandel der Europdischen Handelspolitik wihrend 
des Krisenjahres 1931 (Berlin 1932). 

*In his article “Steuerlose Weltwirtschaft” in Archiv fiir Sozialwissenschaft und 
Sozialpolitik (Aug.-Sept. 1933). 
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scale and ability to compete internationally are determined by 
the difference between internal and world prices and not by the 
absolute level of internal prices. In the case of depreciation it is 
still easier to find out which strata of the home population bear 
the burden. The German inflation made this especially clear. Of 
course, this does not mean that every depreciation and every infla- 
tion must lead to such a complete destruction of the currency as 
took place in Germany. But the strongest case shows the conse- 
quences most clearly, and although in a milder case the conse- 
quences would not be so far-reaching, they would tend in the 
same direction. The German inflation was no consciously effected 
destruction of the currency. Its determining cause was the fact that 
the state felt unable to cover, by taxes and normal loans, expendi- 
tures which had increased tremendously as a result of the war, the 
defeat, reparations and the great poverty of large sections of the 
population. So it took refuge in the printing press. But in the 
sphere of economics it is well known that nothing is given away 
free. The money actually spent, created by the press, had to be 
defrayed by someone. Inflation itself therefore became a kind of 
tax. And the sums which it extracted from the population were 
far greater than those which would have been needed to cover 
the expenditures of the state alone. For, as a result of inflation, 
not only did the inflation tax have to cover these state expenses 
but also all those gains which fell into the lap of certain private 
groups: the relief gained by the assessed taxpayer, who paid his 
taxes in depreciated money, that is, only in part; the relief gained 
by the debtor; the gains of those who, utilizing the opportunity, 
borrowed in order that, by repaying later in depreciated money, 
they might make a profit many times the interest on their loans. 
On the other hand, the bearers of the inflation tax were, in the 
first place, the creditors, all those who had put their money into 
state loans, other investments with fixed incomes, insurance, credits 
of all kinds. These were expropriated by the inflation tax. To 
them may be added those engaged in trade. For it was long be- 
lieved that not monetary depreciation but an increase in the price 
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of goods was involved; consequently, all price increases, especially 
in retail trade, were vigorously attacked as profiteering. The retail 
trade itself long held the same erroneous view; it believed that it 
was doing well when it received a great many paper marks for its 
sales. Only later did it realize that it was really eating into its 
capital if these proceeds were not even sufficient to replace the 
amount of goods which had been sold.! As the last and finally the 
exclusive bearers of the inflation tax there remained the people 
with fixed incomes, the officials, the salaried employees and the 
workers. They were least able to adjust their salaries and wages to 
the rapid depreciation of the money, while on the other hand 
they had to live from hand to mouth and were therefore not in 
position to protect themselves by advance purchases of goods. One 
example may be worth citing. The skilled metal worker in Ger- 
many received, at the end of the inflation, only one-third of his 
pre-war wages, figured in terms of real purchasing power. 

Not every depreciation or inflation—this must again be empha- 
sized—must necessarily lead to such a complete disturbance of the 
currency as occurred in Germany in 1923. The measure of the 
increase in the amount and of the external depreciation of the 
currency depends, as has been said above, on the one hand, upon 
the financial needs which lead to the issue of paper money, and 
on the other, upon the amount of reserves which are available 
for regulation of the exchange market. The constant danger must 
nevertheless always be kept in mind. To put it briefly, the state 
and the bank of issue can regulate the quantity of circulating 
money but not the velocity of its circulation. And the special case 
of Germany has taught us to what previously undreamed of heights 
the velocity can rise when fear of progressive depreciation in the 
value of money drives the public to flee from the domestic cur- 
rency to foreign exchange, commodity values and stocks. 


*It is very interesting that this insight, which came very late in Germany, appeared 
in the United States in an early stage of the monetary depreciation. Cf. the Report 
of the National City Bank for October, 1933, which expressly warns the retail trade 
against this threatening danger. 
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IX 
The Question of Political Power 


It must be clearly realized that, in the matter of depreciation and 
inflation as in that of protection, questions of political power will 
determine the outcome. Groups of people with the aid of the state 
advance their interests and their demands at the expense of other 
groups, because by means of political pressure they are able to 
make their will the will of the state, whether on the basis of tradi- 
tional political power, as in the case of the Prussian large land- 
owners and the duties on grain, or on the basis of democratic 
power as a result of their number, their organization or their 
propagandist strength. The result, in the case of protection and to 
a far greater extent in the case of depreciation, is a far-reaching 
upheaval of property and income; in the case of severe deprecia- 
tion actually a large scale redistribution of national wealth and 
national income. It represents a revolutionary act, carried out by 
the state and achieved through control of the state. This is true 
even if depreciation is demanded as redress to be provided by the 
state for a previous rise in the value of money, if inflation is sought 
as a remedy prescribed by the state for previous real or supposed 
deflation. For the state, indeed, that is, for the effect upon the 
subsequent political reaction of the various groups, it is of the 
greatest importance whether such arguments are believed and 
approved by the population. But in any case the fact remains that 
the state has consciously intervened to offset by political means 
the effects of past economic developments. There also remains in 
any case the further fact that, after a great upheaval of property 
and income resulting from economic events, the state has deliber- 
ately effected an upheaval which not only reestablishes the status 
quo but even creates a new distribution to a great extent. The state 
may believe that by such a deliberate revolutionary act it has broken 
the spearhead of an otherwise threatening revolutionary develop- 
ment. That is a question of political judgment, of evaluating the 
political forces which today stand back of the demand for deprecia- 
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tion and of those which in the future may be set in motion as a 
revolt against the consequences of this depreciation. These latter 
forces must be considered even if they at present appear still di- 
vided, unorganized, dumb and therefore politically powerless. In 
any case, a political danger as well as an economic one arises when 
the state itself puts its citizens in a position where, in order to 
protect themselves against the consequences of inflation, they must 
all become speculators against their own state. It is obvious that C 
the triumph of National Socialism in Germany is to a substantial iss 
degree traceable to the inflation and its consequences. This is only co 
the confirmation of the French saying, which developed after the sp 
period of the assignats and which has been cited by Irving Fisher: pr 
“Behind the paper money press stands the guillotine.” th 
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WHY THE “PAPEN PLAN” FOR 
ECONOMIC RECOVERY FAILED 


BY GERHARD COLM 


I 


On SEPTEMBER 4, 1932, the government of Chancellor von Papen 
issued an emergency decree? embodying a plan for economic re- 
covery. The chancellor expected, as he explained in an important 
speech, that the plan would in a short time stimulate recovery and 
provide work for great numbers of the unemployed. He declared 
the plan to be the last chance for the existing economic system to 
overcome the crisis by means of private economy. For weeks the 
news services and radio broadcasts and all other forms of publicity 
were used to propagandize in favor of the plan. But instead of 
the expected recovery, unemployment again increased after being 
stationary for two months. 


UNEMPLOYMENT IN GERMANY, AUGUST 1932 TO JANUARY 1933” 


Month Number Unemployed 
August, 1932 5,224,000 
September, 1932 5,103,000 
October, 1932 5,109,000 
November, 1932 5»355,000 
December, 1932 5,773,000 
January, 1933 6,014,000 


@ Figures do not include “invisible” unemployment. 


There was, compared with 1931, a smaller seasonal decline in 
employment. But the people expected, from the official declara- 
tions, not a slower recession but real recovery and the reemploy- 
ment of about 2,000,000 workers. These expectations were not 


*“Verordnung des Reichsprasidenten zur Belebung der Wirtschaft,” Reichsgesetz- 
blatt, No. 57, 1932; “Verordnung zur Vermehrung und Erhaltung der Arbeitsgelegen- 
heit,” Reichsgesetzblatt, No. 58, 1932. 
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fulfilled, and the resulting disappointments were not the least ni 
factor in the early collapse of the Papen government. a 

The failure of the plan was attributed mainly to political causes. m 
We find scarcely any economic criticism of it. The actions of the L 
Papen government were distrusted both by the National Socialists of 
and by the workers. But the entrepreneurs generally accepted the 
plan with enthusiasm. , Ca 

In the fall of 1932 economic conditions were not unfavorable re 
for such government action. The question of reparations had been ac 
provisionally settled (Lausanne Agreement, July, 1932). In the te 
preceding period of deflation an economic housecleaning had been 
accomplished, while Chancellor Bruening had made efforts to ad- ir 
just prices and costs by reduction of prices, wages and interest M 
which culminated in the emergency decree of December, 1931. ti 
In the summer of 1932 both the capital market and production ti 
had somewhat improved. There was, to be sure, political opposi- P’ 
tion to the Papen government; but the political-psychological ( 
obstacles were to be overcome, according to the main idea of the Pp. 
plan, by the mechanism of the market. Nor did the plan work any ce 
better when the Schleicher cabinet came into power under much u 
better political-psychological conditions. The economist, there- P 
fore, must ask whether or not, aside from the political factors, P| 
some defect in the economics of the plan itself was not responsible 
for its failure. Such a study is important, not only for the analysis a 
of German economic developments in 1932, but also for the light C1) 
it throws on the general problem of government intervention to u 

. fight depression and restore prosperity. 1 

For a thorough understanding of the plan’s principal ideas, it is ti 
necessary to mention that another method of recovery had been 
tried and still another discussed during the preceding months. 

The Reichsbank had for months pursued a policy of easy money. 1 
Ample credit had been extended to large corporations in danger = 
of bankruptcy, and the bank was prepared in general to grant ‘ 
credit to any one offering some sort of adequate security. The in- w 
terest rate was lowered as much as possible, considering the inter- . 
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national currency situation. But in spite of this policy there was 
a shrinkage in the amount of credit actually used. ‘Not credit was 
missing, but the man who sought credit,” declared Dr. Hans 
Luther,! then president of the Reichsbank. “In this is the essence 
of what has always, throughout history, constituted a crisis.” 

This policy of easy money failed as a method of recovery be- 
cause the Reichsbank could increase only short-term credit di- 
rectly. Capital investment did not increase because there was no 
adjustment of the relations between short term credit and long 
term credit. 

The results of this experience strengthened the advocates of 
increased governmental activity as a means of stimulating recovery. 
Most of the trade unions and some economists suggested addi- 
tional public works, by which the state might improve the rela- . 
tions between the supply of and demand for credit. Many new 
proposals to absorb the unemployed were also discussed. One plan 
(Lederer) suggested putting the unemployed to work in unused 
plants, with payment not in money but in scrip for which they 
could secure commodities produced by other unemployed in 
unused plants. But all such proposals were rejected by the entre- 
preneurs and some members of the cabinet as experiments in 
planned economy and socialism which endangered capitalism. 

The Papen Plan tried to avoid the dilemmz of an unsuccessful 
credit policy and “‘socialist’”’ proposals. It also sought a method of 
credit expansion for purposes of private economy, in which the 
use of credit would be stimulated by the automatic working of the 
market mechanism. This amounted to “cranking up” the initia-_ 
tive of private enterprise. 


II 


The decrees of September 4 and 5, 1932, granted privileges to 
entrepreneurs who employed additional workers. Among them 


+ Speech on July 8, 1932, before the Wissenschaftlicher Klub des Instituts fiir Welt- 
wirtschaft und Seeverkehr a.d. Universitat Kiel, Kieler Vortrdége, No. 38, ed. by 
B. Harms (Jena 1932). 
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was the privilege of paying these workers less than the legal wage 
rates fixed by collective agreements. The percentage of under- 
payment was to be calculated in a manner which would not only 
result in greater employment but also in shorter hours. According 
to the decree total working time had to increase more than the 
wage rate was decreased, and the entire payroll had to increase. 
Another privilege consisted in the payment of a premium of 100 
marks quarterly for each new employee to an entrepreneur who 
increased the number of his employees. These premiums were 
paid in the form of tax-certificates (Steuergutscheine) , which 
would be accepted by the Treasury in 1934-38 for the payment of 
certain taxes. These certificates could be discounted to secure im- 
mediately needed cash. As a result of these privileges, government 
experts estimated that 1,750,000 workers would be reemployed 
and that this would require issuance of certificates to the value of 
700,000,000 marks. As the plan included a concession to the public 
in the form of a minor increase in public works, the expected total 
of workers to be reemployed was raised to at least 2,000,000. 

In every recovery production and demand must increase pro- 
portionately. The impetus to recovery can arise either from produc- 
tion or from demand. The Papen Plan tried to increase produc- 
tion at first. But the growing production would effect an increase 
in both the wage bill and the demand for machinery. In this way 
the balance between production and consumption was to be re- 
established on a higher level. But no entrepreneur would dare in- 
crease production solely in the hope that his sales would rise in a 
proportionate ratio because of the expected growing general pur- 
chasing power of the workers and the growing general demand 
for machines. There was a catch in the plan. Its proponents be- 
lieved that each entrepreneur would be in constant fear that his 
competitors might use the premium before him, cut costs and 
prices, and snatch al! the new business. It was expected, therefore, 
that the entrepreneurs would try to get ahead of one another in 
accepting and applying the premium. Moreover, the plan’s pro- 
ponents maintained that competition would compel the entre- 
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preneurs all to increase production generally. Thus, whatever the 
political doubts might be, the political factors could not have pre- 
vented the successful working of the plan if its assumptions and 
propositions had been valid. 

A second aim of the plan was to help finance the entrepreneur’s 
expenditures by means of the tax-certificates, which could be used 
as security for bank loans. The government believed that an ex- 
pansion of credit, previously tried unsuccessfully, could be accom- 
plished in connection with the stimulation of production. For this 
purpose, another 1,500,000,000 marks of tax-certificates were to 
be issued. These were different from the 700,000,000 marks of 
certificates previously mentioned, which were to be granted only 
for reemployment of workers. These certificates were to be granted 
to any one who had paid certain business taxes during the past 
year. They differed from the employment premiums, moreover, 
in that they were intended not only to lower costs but to finance 
orders for machinery, etc. 

Only a part of the increased production could be sold to em- 
ployees, as the wage bill would not rise at the same rate as pro- 
duction because of the simultaneous fall of the wage rate. Through 
increased purchasing power of the consumers and improved ex- 
porting activity, because of the lowering of prices, a balance be- 
tween production and sales was anticipated. Furthermore, the 
proponents of the Papen Plan believed that greater production 
activity would force more expenditures on plant and materials, to 
make repairs which had been postponed in recent years. ‘To finance 
this demand was the aim of the second issue of tax-certificates. Both 
kinds of certificates could be discounted by banks and rediscounted 
by the Reichsbank. But according to law they could be taken only 
in limited amounts by the Reichsbank. Therefore a special syndi- 
cate of bankers was formed to rediscount the certificates. The 
Reichsbank issued bank notes with which to reimburse the syndi- 
cate.1 Thus the plan was to stimulate production through the 


* After the change in the Reichsbank law in November, 1933, the syndicate was dis- 
solved and the Reichsbank took over directly 200-300,000,000 marks of certificates. 
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premiums and the sale of the additional production through addi- 
tional means of credit. However, all these plans, according to the 
opinion of the government, would not have involved any great 
financial burden for the state, despite the expected subsidy of over 
2,000,000,000 marks. The financial burden would be felt only 
when the tax-certificates would be used, instead of cash, to pay 
taxes in 1934-1938. But during these years, the government hoped 
that the general upward trend of economic activity would decrease 
expenditures on the unemployed and that revenues would ii- 
crease, thus offsetting the effects of tax payments in certificates. 

It is undeniable that this plan, on the surface, was ingeniously 
constructed and seemed to justify confidence in its working. It was 
even approved by many persons who disapproved of von Papen’s 
political attitude. But, as I shall explain, this seemingly ingenious 
plan contained, in reality, a number of startlingly gross economic 
defects. And the wrecking of the plan permits conclusions to be 
drawn concerning the general economics of recovery. 


III 


Even if we assume that a stimulus to production had followed, I 
think that certain of the plan’s defects would quickly have become 
manifest. Among them two may be mentioned: 

1. The assumption that the budgets of the years 1934-1938 
would be balanced through lower expenditures and higher receipts 
was altogether too optimistic. There would still be a deficit even 
if the tax-certificates were redeemed under favorable conditions. 
The plan did not consider that current governmental expenditures 
had been cut so much in the depression that a later increase would 
be inevitable. New and higher taxes, or more probably new loans, 
would have become necessary, forcing the state to adopt a financial 
policy not suited to a period of recovery. In the fiscal sense the 
certificates were nothing but short term debts, whose prolongation 
was not anticipated.t A good financial policy should, on the con- 


1The certificates, nevertheless, were not included in the statements of the Reich 
debts. 
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trary, find means of covering such subventions in a crisis, through 
long term or at least easily prolonged forms of public debt claims. 
Payment can then be made after recovery in accordance with the 
extent of the state’s financial surplus during the period of 
prosperity.? 

2. More important is another defect. The fundamental eco- 
nomic assumption of the plan was that an increase in production 
itself creates an increase in demand, especially if there is a simul- 
taneous expansion of credit. We doubt whether this theory (J. B. 
Say) could be put into practice without considering the possi- 
bility of disturbances being created. On what was the hope based 
that production would rise precisely in those commodities which 
increasing consumption would demand? The division of the in- 
crease in production between consumption goods and production 
goods would have nothing to do with the relation of the increase 
in wages to the additional orders for production goods. Within 
these branches of industry also disturbances would presumably 
have occurred. 

According to the plan the increase in production would be in 
proportion to the effect of the employment premium on the out- 
put of individual products. This would depend upon various fac- 
tors, but has no organic connection with the probable develop- 
ment of demand. If the plan had worked it would have quickly 
produced a renewed market crisis. 

But these dangers involved did not develop in Germany because 
the plan failed to work as expected. Why was the plan ineffective? 


IV 


By the end of 1933, about 1,000,000,000 marks of tax-certificates 
were in circulation (instead of the expected 2,200,000,000) . They 


*It may have been the result of similar considerations that the government offered 
a conversion of the tax-certificates against “Reichsschatzanweisungen.” The success 
of this offer has not yet been published. But, in reality, this whole fiscal problem did 
not become as important as was expected, because only one billion certificates had 
been issued. From this billion, probably only half is in the hands of private persons. 
The other half is in the hands of Reichsbank and Reichsbahn. It would be very easy to 
prolong or convert this portion. 
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consisted mainly of certificates issued to industrial taxpayers re- 
gardless of any increase in employment. Only a small fraction of pa 
the certificates represented employment premiums. The law of th 
April 7, 1933, liquidated the employment premium, except in a bu 
very few cases. co 
The extent to which the premiums and wage reductions low- sal 
ered costs differed widely from one branch of industry to another, on 
from one enterprise to another. According to one calculation, du 
which will not be discussed here in detail, an entrepreneur would ga 
have had to pay additional workers, on the average, only half of Ex 
the existing wage rates. The fact that so little use was made of the of 
opportunity to reduce wages ought to impress the theoreticians fu 
who believe that wage reductions in every business situation result wl 
in reemployment of idle workers. To judge the effect of the meas- du 
ures on the lowering of prices, we must consider what the reduc- pu 
tion in costs would amount to in relation to the entire costs of an of 
enterprise. As a general thing an enterprise cannot sell the output ot 
of newly employed workers more cheaply than the balance of its pr 
output. An increase of 20 per cent in the employees would, for an H 
enterprise in the heavy industries, result in a price reduction of ca 
one to two per cent. The corresponding reduction might, under uy 
the most favorable conditions, average about five percent in the lan 
light industries, where labor costs are relatively more important. th 
Thus the direct effect on possible reductions in the prices is not to 
so great as it seemed to be according to the law. It is, nevertheless, 
extraordinary that even the chance to make these not altogether tr; 
insignificant cost reductions was so little used. Why was so little M 
use made of the employment premium and its accompanying re- th 
duction of wages? The plan was based on the postulates of free of 
competition. In an economy of free competition the plan would su 
have worked, despite the strength of the political objections. The fa 
plan failed because the economy of free competition, as it was th 
implicitly assumed, actually does not exist. pr 
Free competition, as presupposed in the working of the plan, gr 
has a two-fold meaning: we 





a 








THE “‘PAPEN PLAN”’ 91 


1. In a “free” economy the entrepreneur produces, not for any 
particular customers, but for an impersonal general market, and 
the customer does not always buy from any particular producers, 
but from those offering the goods at the cheapest price. Under the 
conditions of free economy if a factory offers a commodity for 
sale cheaper than other factories, it can capture the market at 
once. There is no relation between customers and particular pro- 
ducers which is only broken unwillingly. There is no selling or- 
ganization which buys only the products of particular factories. 
Every buyer gives his preference to the lowest seller. In the reality 
of today, these conditions are most nearly realized in the case of 
fully standardized products. If, for example, a screw factory, for 
whatever reason, can lower its costs by means of increased pro- 
duction, it would probably take the risk involved in a larger out- 
put. It offers its products for sale at reduced prices in the hope 
of thus beating down its competitors. Take as an example of the 
other extreme, a custom tailor. He also should be able to lower 
prices by increasing his output. But his is a desperate dilemma. 
He cannot risk more output before he secures more orders. Neither 
can he offer his product at a reduced price because this depends 
upon an increase in sales, and he cannot know beforehand if 
larger sales will materialize. He cannot make any striking use of 
the possibility of lowering costs and prices, but will probably have 
to await the gradual success of intensive efforts to increase sales. 

In the modern market production on orders of consumers and 
tradesmen is more important than theory generally recognizes. 
Many products, of course, are simply thrown upon the market in 
the hope that buyers will be found. This is true in the main 
of newly introduced products, such as radio. In the case of con- 
sumption goods the department stores are very effective in 
facilitating relations between producers and consumers. But 
their role is not important in Germany. In most cases, however, 
production grows gradually, step by step, in harmony with the 
growth of actual demand. A complete analysis of this problem 
would also have to consider in this connection the speculative 
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function of wholesale trade. It can bridge to some degree the 
gap between supply and demand in economic development. But 
its effects are limited by the fact that the speculation of whole- 
sale trade does not to a sufficient degree affect the finished prod- 
ucts which are decisive for our problem. One has only to study 
concretely the growth of the market, for example, of a choco- 
late factory or a machine factory to realize how unrealistic it is 
to apply the theoretical concept of a free market. These condi- 
tions are realized only to some degree in the case of standardized 
products. But as these products are mainly produced by heavily 
capitalized concerns, the employment premium was too small in 
relation to total costs to have any appreciable effect. In other 
industries it could not be expected that production would simply 
rise 10 or 20 per cent, without any previous or simultaneous 
increase in orders. This <onsideration, at any rate, applies to the 
conditions of German industry. In English industry as well the 
traditional relations of consumers or tradesmen to particular pro- 
ducers play an important role. It is in American industry, perhaps, 
that the conditions of a free market are more developed. 

2. The economy of the free market is not only the antithesis 
of the economy of personal relationships between producers and 
consumers, but also of monopoly. A monopoly like any other 
enterprise would naturally have been able to avail itself of the 
employment premium (apart from the limitations discussed under 
point 1). But there was no compulsion of competition to do so. 
In the case of a monopoly, political considerations could play a 
role. Under conditions of free competition an entrepreneur would 
be forced to use the premium out of fear that competitors who 
did might beat him in the struggle for the market. This compul- 
sion is absent in the case of monopolistic enterprises. In the theo- 
retical sense no real private monopolies actually exist. Neverthe- 
less, in the chief branches of industry there is a limited number of 
dominant enterprises which control the largest share of produc- 
tion. Even when these large enterprises do not agree on joint meas- 
ures in an association, they observe each other’s acts carefully. 
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They are not compelled to accept the opportunity to reduce costs 
because each enterprise can afford to wait for the others to act. 
This limitation of free competition through the dominating influ- 
ence of several large enterprises prevails in many of the most im- 
portant branches of German industry. 

It is hard to decide which of the two forces limiting the economy 
of the free market was most responsible for the failure of the em- 
ployment premium. It is also hard to say if higher premiums 
would have overcome the restraints upon free competition. The 
experience proves, however, that the mechanism of demand does 
not react to such delicate stimuli. This limitation of free com- 
petition prevails not only in Germany but also in other indus- 
trialized countries, which may be proved by the following points: 

In branches of industry where unit costs rise with a decrease in 
the utilization of existing capacity, a depression in an economy 
of free competition would result in one group of enterprises dis- 
continuing production entirely, while another group would pro- 
duce with an optimum use of its capacity. In reality we observe 
the same kind of products being produced by many enterprises, 
but with none of them completely utilizing their capacity. Why 
does not one of the enterprises expand its production by better 
utilization of capacity and through price reductions force its com- 
petitors out of the market? There could be no other result in a 
really free market and free competition. That this does not hap- 
pen in any country, as well as that the employment premium proved 
ineffective in Germany, can be explained only by the fact that the 
conditions of the free market and free competition do not fully 
exist in reality. 

As the efforts to stimulate production failed, it was impossible 
to realize the purpose of the second issue of tax-certificates, the 
financing of orders for repairs and expansion. It is true that pri- 
vate industry received about three-quarters of a billion in certifi- 
cates. This did not, however, produce an expansion of orders. In 
the main the certificates were discounted and the proceeds used 
to pay debts. Thus they worked in the same manner as a policy of 
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cheaper credits—in this case the cheapest form of credit: subsidy. 
Where the certificates were really used to finance orders, the re- 
sulting expansion of credit was more than offset by restriction of 
credit in other directions. 

In its actual working the Papen Plan probably promoted the 
liquidation of private debts to some extent. These private debts 
were replaced by public debts. Such a process of liquidation might 
not be aitogether unsuccessful as a preparation for recovery. The 
question remains, however, whether there does not arise a too 
unfavorable relation between the fiscal expenditures and their 
cyclical-political effect. At any rate, the issue of the certificates, to 
the extent they came into private hands, had no direct effect on 
economic recovery. 

A small portion of the certificates, about 180,000,000 marks, had 
a third purpose, which alone was fully realized. ‘They were issued 
on the basis of the transportation tax (Beférderungssteuer) . This 
portion of the certificates came almost wholly into the hands of 
the Reichsbahn, the state railways. The railways, under direct 
public control, had to use the certificates in accord with state 
policy: to finance new equipment and replacements. Thus the 
promotion of public works, by means of expansion of credit had 
a place, if on a modest scale, in the Papen Plan. This policy was 
continued by the successors of von Papen, after the real purpose 
of the plan had failed.t Thus the failure of other methods forced 
the adoption of a policy which had long been urged by economists 
and trade unions. 


Vv 


Von Papen recommended his plan as being in accordance with 
the structure of the capitalistic system, while the other plans, e.g. 
the public works programs, were denounced by followers of von 
Papen as artificial measures, which could at the best have only a 


1In 1932 about 350,000,000 marks was spent on programs creating public work 
besides the orders financed by the tax-certificates of the Reichsbahn. There was, 
however, a much greater shrinkage in current public orders as a result of cuts in 
the budget. 
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temporary effect. It has been asserted that the “natural” process 
of overcoming depression depends upon a revival of production, 
which then as a secondary effect leads to a revival of demand. This 
was the fundamental idea of the Papen Plan. If, however, we 
analyze the revivals of production which formerly overcame crises, 
the conclusion becomes inevitable that there was much more in 
common with public works than with the general revival of pro- 
duction for the market envisaged in the Papen Plan and similar 
projects. 

In previous depressions after the inescapable liquidation and 
cost adjustments had been carried out, the liquidity of the money 
market promoted capital investments. Because of the disturbed 
relationship between the money market and capital market under 
present conditions only the state can transform the vast resources 
of the money market into long term investments. If the state does 
this it follows the course of a ‘“‘natural” recovery. The investments 
by which previous depressions were overcome were building of 
homes, of railroads (at home or more frequently abroad) , an in- 
crease in exports, etc. Revival in all these lines of production had 
one thing in common—it did not for the time being increase the 
supply of goods offered immediately in the market. But the new 
investments were bound up with an expansion of credit, increased 
employment and an increase in the wage biil, accompanied by a 
rising demand for production and consumption goods. The rise 
in market demand was then followed by an increase in production 
for the market. But this was the last and not the first step in the 
revival. Only when new products are offered on the market, the 
sale of which is not doubtful, can recovery start with production." 
The increase in exports, even if financed by means of an export 


It is possible, for instance, that the repeal of prohibition may stimulate cyclical 
recovery. The argument that people will spend less on other products because of 
what they spend on alcohol does not hold good. There ensues a new form of pro- 
duction, with credit, which increases total buying power and makes it possible for 
the output of alcohol to be sold without any corresponding decrease in other lines 
of production. Certain other products, of course, would naturally be affected. But 
this applies only to “new goods” whose sale is assured to a certain extent in ac- 
cordance with latent demand. 
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of capital, adds strength to recovery because it results in an ex- 
pansion of credit and buying power without danger to the home 
market.! This is also a peculiar characteristic of public works. 

The building of homes, roads, canals and other forms of public 
works involves an increase in production financed by credit which 
is not accompanied by an oversupply of goods on the market. A 
general increase in production follows only when the increase 
in buying power has stimulated an increase in demand. The pol- 
icy of public works is in accord with economic laws, except that 
the initiative of private enterprise for long term investments, 
which is now lacking, is replaced by an act of the state. This proc- 
ess of cyclical recovery can only succeed, however, if there have 
already been the necessary liquidation and cost adjustments or 
if it is accompanied by these. Also the conditions for renewed con- 
fidence must be realized, at the latest, simultaneously with the 
recovery. Otherwise there is danger that the fiscal expansion of 
credit and buying power in one direction will be offset by a shrink- 
age of private capital. On the contrary, the public investments must 
first be supported and later replaced by private investments, or the 
recovery wil! not develop into prosperity. In Germany there was, be- 
sides the general premises necessary for recovery, this special prob- 
lem: the danger of the equilibrium being disturbed by the 
balance of payments. This problem has been solved at least tempo- 
rarily through a partial moratorium, the restriction of certain im- 
ports, and the stimulation of exports by different means, such as 
scrip, etc. 

From our analysis of the German cyclical policy of 1932 we can 
only draw the conclusions: it is impossible to overcome depression 
by means of banking policy only or by means of a general stimulus 
to production. Only recovery through a program of public works, 
the theory of which has been developed in recent years by English 
and German economists, has, at least, not failed, even if it has not 


yet proved its efficacy. 

1 This applies, naturally, only to the extent that exports are not artificially stimu- 
lated by deflationary cost reductions. In this case the decline of the home market 
might be greater than the increase of exports. 
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NEW ASPECTS OF UNEMPLOYMENT 
IN GERMANY 


BY FRIEDA WUNDERLICH 


Unemptoymenr is not a new phenomenon. It is characteristic 
of modern industrialism that in periods of depression large num- 
bers of workers are laid off and that the fear of losing their jobs col- 
ors the outlook on life of the great mass of wage earners. But the 
great difference between the pre-war period and the post-war 
period consists in the change in extent and duration of unemploy- 
ment and the blocking up of every way out. Up to the war labor sup- 
ply was roughly adjusted to labor demand. In case of any serious 
divergence between the supply and the demand new countries 
were open to those who were willing and able to work. The indus- 
trial reserve army was absorbed by industry in times of prosperity. 
Charles Booth in his Life and Labour of the People of London, 
covering the eighties and nineties of the last century, did not 
treat unemployment as a general problem or as an important 
cause of poverty. Since the war unemployment has become the 
central problem of poverty. 

In Germany before the war it was estimated that unemployment 
ranged between one and five per cent, corresponding to cyclical 
fluctuations. This means between 150,000 and 750,000 persons. 
The number of continuously unemployed was estimated at 100,- 
ooo. These estimates were based on the statistics of trade unions 
and two censuses in 1895. These 100,000 continuously unemployed 
could not be regarded as fully employable. The figure included all 
those who were physically weak or defective, or whose working 
power had been lessened by advancing age, the incompetent, the 
unsteady, and those who were unwilling to work. Only the top- 
most grade of the group might have been indistinguishable from 


* Feig, Johannes, “Die neuesten Erfahrungen mit der Arbeitslosenversicherung” in 
Jahrbiicher fiir Nationalékonomie und Statistik. gd ser., vol. xlvii. (1914) p. 627. 
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those who in normal times would usually have steady employment. fe 
From 1929 to 1932 the annual average of unemployment in Ger- wl 
many rose from 2 to 6 millions. The latest figures for 1933 are not m 
comparable with these earlier figures because the basis for cal- th 
culating unemployment has changed.* ha 

Even the 1932 figure of 6 millions did not show the full extent of gr 
unemployment. There were important classes of unemployed per- gr 
sons which did not appear in the official statistics. Among the “in- 


visibles,” who have been estimated at 2 millions, were those whose in 
occupations fell outside of the scope of the insurance act or those ac 
who overcrowded the universities because they did not find jobs ba 
when they left school and hoped to increase their chances of ob- ex 
taining employment.” m 
In England the average level of unemployment before the war te 
was probably less than half as high as in the years since the war. qu 
The records of trade unions show unemployment fluctuating be- ga 
tween two and ten per cent usually in cycles of six to ten years; the m: 

average over the cycle was 414 per cent. From 1922 to 1929 it rose 
to 111% per cent, in 1931 to 22 per cent. th 
As the German figures show, the characteristic of the post-war sh 
period is the extension of the group which cannot expect to com- of 
mand a regular income. At the end of the war it became evident in 
that the white collar employees, who in the first period of capi- m 
talistic development after the seventies still counted on setting up cr 
in business for themselves, now found themselves, except for a Wi 
of 

1The introduction in 1932 of the means test in connection with unemployment 
insurance and the requirement, in all branches of relief, of a much more careful of 
inquiry into the degree of indigence have resulted in eliminating many allowances. ru 
The law of September 22, 1933, excluded farm workers, fishermen and apprentices d 
from insurance. Young persons in official work camps are not counted today as . 
unemployed as they had been up to the beginning of 1933. All non-Aryans who have ac 
become unemployed as a result of recent legislation are not considered eligible for hc 

employment and are therefore omitted from the unemployment statistics. Most 
unemployed persons who do not receive benefits do not register at the employment ot 
office because the chance of getting a job is too small. The figures of recipients of th 
benefits as well as of applicants for employment are therefore reduced by these t 
measures. " 
* The group of part-time workers is also not included in this figure. th 
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few extraordinary cases, fated to remain employees for life. The 
white collar employees had formerly joined associations of young 
merchants, but in 1918 they organized trade unions and associated 
themselves with the unions of the workers, an indication that they 
had become conscious of the change. The white collar employees 
group grew as lawyers and doctors, chemists and engineers were 
gradually transformed into salaried employees. 

Through the German inflation other groups, not only those liv- 
ing on the interest from their investments, but all who had had 
additional income from property, were compelled to offer their 
bare working power on the labor market. They were consequently 
exposed to the same insecurity which until the war only the work- 
man had known. The incomes from capital disappeared. The shat- 
tering of bourgeois life shook the German people like an earth- 
quake. The destruction of wealth increased the number seeking 
gainful employment and consequently the pressure on the labor 
market. 

As a result of the extension of unemployment, it affected groups 
that were ordinarily on a fair economic level and accustomed to a 
sheltered life. Skilled artisans, white collar employees in positions 
of trust who had seemed indispensable to their establishments, and 
intellectual workers were dismissed. The rising tide of unemploy- 
ment submerged men of the highest qualities and engulfed indis- 
criminately all grades of workers. A process of selective dismissal 
was impossible in those districts which became desolate as a result 
of the Treaty of Versailles. Upper Silesia, for instance, once one 
of the most flourishing manufacturing districts of Germany, was 
ruined by its dismemberment. One factory after another shut 
down and, with the decline in industry, trade and professional 
activity fell off. Hundreds of thousands of unemployed had no 
hope of finding jobs in their own communities nor any chance in 
other sections of the country. Increasing unemployment among 
the higher employees killed all feeling of independence, and bru- 
tally demonstrated to all who were still working the impotence of 
the individual in the face of economic facts. 
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The extent of unemployment is related to the prolongation of st 
its duration. The depression has created a new type of perma- van 
nently unemployed. In Munich in 1932 half of all the unemployed sect 
had been out of work for more than two years.1 In Germany there vase 
are people who have been without employment for as long as six - 
or seven years. In England and Germany the temporarily unem- - 
ployed are clearly distinguished from the permanently unem- = 
ployed by the insurance act, which provides insurance only for lar 
those who are unemployed for a short time. After a certain period vm 
the unemployed no longer have any claim for insurance and must fa 
depend on other kinds of benefits. 

The right to the dole has certainly given the German unem- th: 
ployed more security than the American unemployed has. To the ws 
German worker unemployment did not represent such a great fat 
calamity. He did not fall from such a high level, for, to begin om 
with, his wages were not so high and in addition they were re- ” 
duced by high taxes and insurance contributions. His standard of - 
living was lower; he owned no houses, cars, pianos, and therefore ph 
had no such property to lose. Furthermore, he did not fall to such e 
a depth. For he received the dole and after a few months emer- ™ 
gency relief and later relief from the municipality. The German ” 
unemployed was thus entitled to an income which enabled him 
to meet his immediate primary needs. His rent was reduced, some- - 
times nearly half, through a lowering of the rent tax designed to - 
effect such a reduction in rents. For the American worker the a 
sudden drop to destitution was an appalling change. But com- ps 
paring the status of the individual workman in this way gives a . 
wrong picture. The United States is a wealthy country. Relatives r 
can give more help here than they can in Germany and private [ 
charity can play a much more important part. mn 

In Germany as the depression progressed unemployment bene- “ 
fits were considerably reduced as a result of rigid government 2 
economy. In 1929 the insurance fund spent 80.86 M a month for th 
* Survey by the Deutsche Stidtetag in four large cities (Hamburg, Munich, Hanover, 

Halle), March 15, 1932. : 
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every unemployed person; in 1932 only 53 M.1 Since 1932 regula- 
tions have been issued for a careful inquiry into the degree of 
indigence of the unemployed. The means test must be taken after 
six weeks of unemployment and the test is very : zorous. The in- 
come of all members of the family is pooled and need is measured 
at a very low minimum level of subsistence. Thus the dole has 
more and more become relief. The insurance systems in both Eng- 
land and Germany have been built up on the pre-war idea of tid- 
ing men over short intervals of unemployment. They failed when 
faced by the problem of permanent unemployment. 

Whereas the United States believes in recovery despite the fact 
that it faces the problem of a permanently unemployed group, in 
Germany a spirit of extreme hopelessness prevailed. For the heavy 
fate of permanent unemployment touched a population whose 
nerves had been tormented for more than eighteen years, whose 
youth had grown up in starvation and inflation, in revolution and 
insecurity. In order to understand the state of mind of the unem- 
ployed in Germany, it is important to consider the sufferings of 
the German people caused by the war, the Treaty of Versailles and 
inflation, to consider the famine and privation, the humiliation 
and discrimination to which it was subjected. 

The permanently unemployed have less chance of getting a job 
than those who are temporarily out of work. Those who receive 
insurance benefits may still have hope, all others seem condemned 
to professional death. Their fate seems sealed because the employ- 
ers do not like to engage people who have been out of work for 
a long time. Therefore while there is a certain turnover among 
those who receive insurance benefits, the long-time unemployed 
do not change very much. The same phenomenon has been ob- 
served in the United States. A Minneapolis study reports that only 
a relatively small number of persons who were out of work two 
years or more were successful in securing even short-time jobs, and 
that the group most successful in finding work had been idle less 
than one year. 


* Wunderlich, Frieda, Versicherung, Fiirsorge und Krisenrisiko (Leipzig 1932) p. 39. 
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As a result of these experiences the picture of unemployment th 
has changed. The man who at first looked at unemployment as a jo 
period of transition, an interruption of his normal working life, 
suddenly perceives that unemployment is an inevitable fate, a tic 
continuing state, if not to say a profession. The search for work ur 
becomes finally a mere effort to produce the evidence on which to be 
base a claim for benefits. On entering one of the labor exchanges or 
in Berlin, one sees a steady stream of unemployed persons passing Bc 
a stamping machine, showing their control cards to the attending _ 
official and then stamping their own cards. The employraent office ta 
in Germany has come to be called the stamping place. In the large or 
offices the unemployed man generally sees the official concerned Ey 
with finding employment only about once in two years. He begins jo 
to look on unemployment as a profession, guaranteeing a legiti- di 
mate and normal fixed income. In the occupational statistics, for th 
instance, the unemployed group appears as independent; as a re- so 
sult, these statistics are completely changed. nc 

As a member of this profession, the unemployed person involun- wi 
tarily becomes isolated from society. There are four reasons for we 
this. er 

1. The unemployed is discriminated against. Since the Ref- 
ormation acknowledged labor as a value in itself, the man who lie 
does not work, or more correctly, the man who cannot provide for or 
himself and his family is looked down upon. Since the beggar is re 
no longer considered a holy man, receiving relief destroys the pride m 
in one’s independence. The right to benefits provided by the in- sc 
surance act is limited to a short time. Then begins the humiliation N 
of the means test, under which all expenses must be justified be- in 
fore strangers and the unemployed is forced to reveal all his sor- id 
rows and distress. He is subjected to many humiliations by the re 


public. He is treated suspiciously and without respect, especially 
by those who refuse to give him work, by his creditors, and by 
those who investigate his circumstances. At the beginning of the 2 
crisis investigations were made to test the genuineness of the 
search for work. But this degradation ceased in Germany when ; 
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the number of unemployed became too great and the number of 
jobs too small. 

2. The old prejudice that those out of work represent a selec- 
tion of the weaker members of society still persists, although the 
unemployed is obviously not responsible for his fate. Many people 
believe that employers release first those who are less efficient and 
on the whole select the applicants who are more efficient. Charles 
Booth said that “the unemployed are as a class a selection of the 
unfit.”"? Sir William Beveridge? said in 1930 that “they are simply, 
taken in the mass, less competent, less industrious, less temperate 
or less regular than their fellows who have retained employment.” 
Even Clague® in 1933 remarks: “Comparatively he failed on the 
job while better men are succeeding. Even though he did not 
directly cause his own unemployment, it is his fault that he rather 
than someone else is out of a job. Within those limits, at least, 
some personal responsibility still exists.” Another bias which has 
not been entirely eliminated is that the unemployed are without 
work largely through their own indolence. “Some folks won't 
work.”* With this title Calkins satirizes the opinion that the un- 
employed prefer to live in idleness. 

3. A further reason why the unemployed becomes an outcast 
lies in the deterioration which results from unemployment. Not 
only may he suffer a loss of social respectability as a result of the 
reduction in his standard of living, but his very ability to work 
may be lost. Skilled workmen descend lower and lower in the 
scale. They become incapacitated through continued idleness. 
Not only may reduced food allowances sap their vitality and work- 
ing energy, but the value of their long experience is dissipated in 
idleness. Unemployment and unemployability are thus closely 
related. 

4. The unemployed does not feel himself a member of society, 


1 Life and Labour of the People of London, vol. i, p. 149. 
* Unemployment, a Problem of Industry (New ed., London 1930) p. 143. 
*Clague, Ewan, and Powell, Webster, Ten Thousand out of Work (Philadelphia 


1933) P- 3- 
“Calkins, Clinch, Some Folks Won’t Work (New York 1930). 
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for it is occupation that links a man to society and attaches social 








prestige to him. His job determines his social position; it is his . 
emblem of respectability. Without a job he feels himself without “ 
status: he is an outcast, unwanted. Occupation represents the 
dovetailing of individuals into the various spheres of activity d 
which form modern society; it is the individual’s contribution to b 
society, the link binding him to his fellows. If he is out of work, he ‘ 
has nothing to talk about with his old companions and loses his f 
contact with them. This feeling is aggravated by the fact that our h 
., occidental civilization has made work the basis of life and has 1 
therefore directed education chiefly towards promoting working ‘ 
ability and diligence. Therefore if labor is taken away, the moral t 
basis begins to weaken and there is a great vu.d felt in life. t 
The situation is not quite the same for the different strata of h 
society. The intellectual worker may continue working if he does s; 
not find a paying job. Sometimes he may even succeed in earning 
some money through his work. For him individual work is possi- 2 
ble; he is not always dependent on fellow workers. But many in- ‘ 
tellectual workers, because of their type of professional work, lose e 
the capacity to work alone and become outcasts in the same way t 
as the manual worker. For them, too, the job provides the means I 
of sharing in the common life of the group. t 
Whereas unemployment has always been an ever-threatening d 
danger for the manual worker, the other groups now realize what P 
they never wished to recognize—that they too are proletarians. P 
The pride of the white collar workers is injured much more than 
that of the manual workers, because they feel the social degrada- 2 
, tion of receiving relief. They see themselves sinking into lower 
strata of society; they suffer because they are unable to satisfy their 
cultural wants. They rebel against their loss of social prestige and 
superiority and against their progressive proletarization. They 
. therefore seek mental compensation by espousing that political | 
{ radicalism which promises them sovereign rights in society. ; 


All these outcasts refuse to abide by the codes of conduct of n 
that society which cast them out. With the consciousness of differ- 
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ence setting the unemployed off from their former mates, there 
arises a corresponding consciousness of being attached to the out- 
casts. The youth particularly accept the codes of their order. 

The various age groups are affected by unemployment in very 
different ways. For those who are really old, unemployment will 
be no mental tragedy. The next group, consisting of men who, be- 
cause of advancing age, are at a disadvantage in securing work, yet 
feel themselves in the full vigor of life, and who in many cases 
have been connected for an entire lifetime with the same estab- 
lishment, does suffer at the loss of such a relationship. Where un- 
employment comes after the children have become breadwinners, 
the unemployed may not suffer in a material sense, but his posi- 
tion within the family is changed, his authority may be weakened, 
he may be unable to enforce discipline and he may come to con- 
sider himself isolated from the family. 

Where unemployment strikes earlier, that is, when the children 
are still young, the family resorts to a series of makeshifts which 
is almost uniform although modified to a slight degree by its previ- 
ous economic position. The American case studies? present a pic- 
ture of savings used up, debts contracted, furniture sold, lapsed 
policies, broken homes, removal to cheaper, darker, damper quar- 
ters. The home often becomes overcrowded beyond the limits of 
decency. The mother goes to work, the children are taken out of 
school. Tension and friction arise in the family. The mother has 
a heavier burden to bear. She realizes her husband’s failure. 

The children cannot go through such experiences without being 
affected. The kindergarten children in Germany sing: 


“One, two, three, four, 
Only fools work any more.”? 


1 Case studies are a specifically American contribution. Especially noteworthy is the 
excellent collection, Case Studies of Unemployment, compiled by the Unemployment 
Committee of the National Federation of Settlements (Philadelphia 1931). In Ger- 
many many novels illustrate the personal life of the unemployed. 

* Weiland, Ruth, “Germany” in Save the Children International Union, Children, 
Young People and Unemployment. A Series of Inquiries into the Effects of Unem- 
ployment on Young Children (Geneva 1933) part I, p. 37. 
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The home is no longer the place of security for the child, because th 
the parents themselves have lost their security. The children suffer 1¢ 
from their contacts with nervous parents; such a condition voids th 
the educational value of the home. be 

The unemployed in this group may lose his self-respect and w 
courage; but he at least has a prop in the responsibility for his er 
family. m 

The next group consists of young men from 20 to 25 who, hav- Ww 
ing done a few years of good professional work, see the prospects we 
of their lives fading away, and sometimes struggle with the ques- of 
tion of whether or not it is right for them to marry. 

Another group are those who served an apprenticeship and were pc 
dismissed after completing it, or whose apprenticeship was termi- pl 
nated because the master’s workshop closed down. They have a we 
focus of interest in their life, but they have not had sufficient ex- di 
perience; they are in danger of forgetting what they learned and } di 
of never finding a position in their profession again. They soon | tu 
find themselves no better off than those who have learned nothing. uy 

As a last group, there are those who have never worked since - al 
leaving school, who “attain their majority and possess all the rights 
of citizens without having ever been trained systematically to work at 
at a regular trade or profession; without having acquired from the | m 
external regular rhythm of life any degree of discipline.”? The in 
young person who has not learned how to work represents the sit 
greatest tragedy of unemployment. The tragedy may be less for bl 
girls who may find work in the household of their parents, who are he 
a help at home and who obtain a little outside employment more h 
easily. Boys have no such outlet. 

German youth has been affected most severely by unemploy- sO 
ment. They who were children during the war and the inflation, ag 
who grew up in a world of insecurity, needed the particular care th 
of society. Instead, they became the principal victims of the de- of 
pression. In the beginning of the depression, in 1928, it was hoped 2, 
that the restricted birth rate resulting from the war, which reduced a 
+ Weiland, op. cit., p. 45. op 
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the number of children ready to leave school in the period from 
1929 to 1933 to half of what it had formerly been, would save 
these young people from unemployment. But this hope has not 
been fulfilled. Employers deliberately laid off those young people 
who had finished their apprenticeship in order that they might 
employ other apprentices instead of paying full wages. Further- 
more there was a distinct tendency, intensified by social legislation 
which protected primarily the fathers of families, to utilize older 
workers at the expense of the young. In 1932 only 51.6 per cent 
of the German unemployed were married.* 

Students knew for certain that most of them would not find 
positions when their studies were completed. For these young peo- 
ple of 14 to 20, unemployment, the idleness and the search for 
work, the failure of the family to understand, were even more 
disastrous than for the adult. Some of the young people became 
discouraged, helpless, indifferent, apathetic and weak. Their atti- 
tude toward work and study was that of resignation.? They looked 
upon study as a waste of time. This attitude of resignation was 
also noted among children in the last years of their school work. 

The young man who is unemployed for a long time is affected 
at the decisive period in his inner growth. Unemployment may 
mean a break in his general development. It is just at this period 
in his life that he should be receiving those fundamental impres- 
sions which will determine his social attitude. It becomes impossi- 
ble for him to take root in labor; he cannot acquire industrial 
habits. He only casts about for some means of killing time, for he 
has not learned how to fill it with life. Idleness becomes a habit. 

In the family these young unemployed are regarded merely as 
so many superfluous mouths. The difficulties arising from their 
age aggravate misunderstandings in the family. They are ashamed 
that they do not earn anything and that they increase the poverty 
of the household. In increasing numbers they leave the family in 


1 Reichsarbeitsmarktanzeiger, vol. v (1932) p. 24- 

* The attitude of resignation is chiefly emphasized in the Austrian report by Dr. 
Marie Jahrda Lazarsfeld for the Save the Children International Union (part 1), 
op. cit. 
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order to lessen the number of mouths to be fed. In Germany and 
in the United States this new group of young tramps is enormous. 
On the road they often break the laws. Boys and girls meet sexual 
dangers. Prostitution among both sexes increased during the past 
year to an enormous extent. 

To those who remain in the family the home becomes a place 
to be avoided if at all possible. The street gives more liberty and 
joy than the unfriendly home. But lack of money means exclusion 
from social life. They have no suitable clothing with which to enjoy 
such life, no money to entertain a girl, and they therefore drift into 
questionable places which are the refuge for those cast out from 
society. It is dangerous to feel futile and inferior. 

Most of the boys seek excitement with comrades who have suf- 
fered the same fate. In Berlin they organized bands, forming their 
own society, denying the ethics of that other society which ex- 
cluded them, stealing, gambling, drinking, having their own un- 
written penal codes. There were about six hundred gangs of 
minors in Berlin, each of which had from 10 to 100 members.’ 
One hundred of the gangs might have been criminal, seeking sub- 
sistence in a dishonest way. These gangs, bearing such formidable 
names as ““Despisers of Death,” “Bloody Bones,” “Red Robbers,” 
elect a leader, the “bull,” who possesses great authority. The gangs 
help each other and have formed a ring under the leadership of a 
central bull. The greenhorn joining the gang must prove his abil- 
ity, his discretion and reliability. This he may do by breaking win- 
dow panes or by committing a burglary; in any brawls he must 
fight in the front rank. If he proves worthy, he is accepted and 
baptized, either by a duel or by some dirty sexual ceremony. Then 
he receives the insignia, which may be tattoed on him. These gangs 
often attack wanderers or plunder peasants. 

In the last few years the radical political parties gathered up 
these groups for their storm troops. There the unemployed found 


1Voss, I., and Schoen, H., “Die Cliquen jugendlicher Verwahrloster als sozial- 
padagogisches Problem” in Erfahrungen der Jungen (Potsdam 19930). 

Erhardt, Justus, “Die Gefahren der Arbeitslosigkeit fiir unsere Jugend” in Die 
Arztin, vol. viii, p. 9. 
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what they needed. Uniforms gave them the feeling of superiority 
which compensated for their feeling of inferiority. They could 
march in rank and file with the companions of their fate. They 
could fight against an enemy, they learned how to shoot and to 
kill and they found an outlet for the painful tension of hate and 
resentment. Military music, conspiracy, mystic oaths and a strong 
leader who promised to destroy the existing system possessed a 
powerful attraction for the unemployed. 

Not only the youth of the manual working class became rebels. 
The academic youth suffered the same fate. When they were ready 
to enter their chosen field, they found the path blocked by the 
older generation. During the crisis the situation grew steadily 
worse because the state dismissed teachers and other employees, 
and establishments and associations refused to employ inexperi- 
enced people. The future seemed utterly hopeless. The student 
found himself a part of an army of 140,000, most of whom had 
been sent to the universities to mark time. One of our scholars has 
called the universities waiting rooms for the jobless youth. The 
number of those graduating from high school and entitled to enter 
the university is many times as great as before the war, although 
the number of all young people is only half. 

The bitterness of these disinherited who saw no future for them- 
selves increased tremendously: hatred for the older generation, 
disdain for science which had been unable to solve the problem of 
unemployment, hatred for a system which had accepted the Treaty 
of Versailles entailing humiliation and mutilation for Germany 
and unemployment for her youth. It was the older generation that 
had proved unworthy, had stooped to the miserable depth of po- 
litical dishonesty and had kept back the jobs. They were respon- 
sible for the chaos in which the younger generation found itself. 
Political propaganda found no difficulty in making these young 
people hate the system. The abolition of the system was the slogan 
of the elections. All elements of the system seemed to merit de- 
struction—republic, peace, democracy. Youth was anxious for a 
new faith, for new activity, for new vitality. The old ideals of 
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peace, equality and justice had lost their value. The value of 
courage, a taste for danger and daring, heroism and chaos were in 
the forefront of their lives. The heroic ideals of a non-bourgeois 
life were combined with the longing to be protected within a 
group, to be obedient and submissive to this new community, com- 
bined too with all the bitterness of personal and national resent- 
ment and with the wish to expropriate the older generation and 
to subject the defenseless to the same pressure, multiplied mani- 
fold, which they themselves had suffered. And so there arose a new 
aim, and a new striving. Upon the proper direction of this new 
aim depends in part Germany’s future. 














~ THE SALARIED EMPLOYEE IN 
MODERN SOCIETY 


BY HANS SPEIER 


Tue salaried employees are the youngest stratum in the working 
classes and in capitalist society. Their marked and rapid growth 
has changed the structure of modern society considerably and has 
disturbed the sociological bases of political theories. In place of a 
relatively unimportant number of clerks who, like the journeymen 
of the pre-capitalistic economy, formed part of the family group 
of their masters, and could consider their position as a transitional 
stage to economic independence, there has appeared in the course 
of a few decades a numerically important stratum of workers whose 
economic and social interests are different from those of the entre- 
preneur but yet do not coincide with those of the manual workers. 
In place of a small number of persons who were unquestionably 
members of the bourgeoisie, there now exists a large group of peo- 
ple whose social position is a subject of controversy and whom 
all the political parties from left to right look upon as potential 
followers. Their social significance is interpreted for the most part 
according to the aims of the particular party. 

In the period of full capitalism, the proportion of manual work- 
ers among the total gainfully employed no longer shows the tend- 
ency to increase which it displayed in earlier stages of economic 
development. It is declining relatively to other groups, especially 
relatively to the salaried employees. An investigation by the Inter- 
national Labour Office concerning Workers and Salaried Employees 
in Various Countries After the War’ revealed that, with a few ex- 
ceptions, this tendency is an international one. In almost ali the 
countries studied the proportion of salaried employees to man- 


* Printed as an appendix, in German translation from the French, to Allgemeiner 
Freier Angestelltenbund, Angestellte und Arbeiter (Berlin 1928). 
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ual workers has shifted considerably in favor of the former. (See gre 
Table I.) wh 
TABLE 1. APPROXIMATE NUMBER OF SALARIED EMPLOYEES PER 1000 Ts 


MANUAL WorkKErRS BEFORE AND AFTER THE WAR? 


PRE-WAR POST-WAR 
Year Number Year Number 
A. Industry 
United States 1909 119 1919? 159 
Canada 1911 93 1924 176 
Germany 1907 82 1925 154 
Denmark 1911 77 1921 117 
Great Britain 1907 74 1924 108 
Norway 1910 73 1920 72 
France 1906 66 1921 107 
Belgium 1910 45 1920 39 
B. Mining and Quarrying 
Belgium 1910 5 1920 28 
Germany 1907 41 1925 75 . 
France 1906 32 1921 44 : 
C. Transportation an 
France 1906 =. 6:18 1921 479 : 
Belgium 1910 358 1920 629 y 
Denmark 1911 285 1921 1142 
Germany 1907 252 1925 994 
@ Op. cit., p. 67. eI 
> Unfortunately the International Labour Office has not been able to work up any lo 
later data. However, the same tendency towards a shift in stratification is noticeable, : 
down to the present. Cf. Hurlin, Ralph G., and Givens, Meredith, “Shifting Occu- 8 
pational Patterns” in Recent Social Trends in the United States (one volume ed. gi 


New York 1933), especially p. 285 ff., Tables 6 and 7 and Figures 5, 7 and 8. 


The German social statistics, which are relatively well worked F 
out for our purposes, show that in Germany the group of white " 
collar workers has grown not only more rapidly than the popula- a 
tion as a whole and than the total gainfully employed but also fh 
more rapidly than any other social group. Table II is taken from P 
the figures of the Allgemeiner Freier Angestelltenbund, which a 


has most accurately worked out the statistics of the shift in social 
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groups, on the basis of the last two official occupational censuses 
whose final results have been published.? 


TABLE ll. THE SHIFT IN GERMAN SOCIAL GROUPS AND THE INCREASE 
IN THE PROLETARIAT, 1907-19257 


PER CENT INCREASE, No. of Persons 


1925 OVER 1907 in 1925 
Total Male Female (in millions) 
Total population 14 11 16 62,410 
Total gainfully employed 27 23 35 32,009 
Independent? 1] 6 11 5,013 
Family helpers 44 34 48 5,437 
Officials? 40 1,450 
Manual workers?@ 24 24 24 14,434 
All salaried employees? 133 104 224 3,500 
Salaried employees in 
industry 146 108 458 1,350 
Salaried employees in 
trade and transportation 86 35 167 1,530 
@ Allgemeiner Freier Angestelltenbund, Die Angestellten in der Wirtschaft (Berlin 
1928) p. 26. 


bIncluding peddlers, independent homeworkers and principai salaried employees 
and officials. 

¢ Excluding principal officials. The percentage figure is only an approximation. 
@Including homeworkers and domestic servants. 

e Excluding principal salaried employees. 

According to these figures, from 1907 to 1925 the manual work- 
ers were the only group (except for the independent group, fast 
losing ground) which grew more slowly than the total number of 
gainfully employed. In other words, its proportion of the total 
gainfully employed decreased. The increase in the total gainfully 
employed is thus a result of the extension of other social groups. 
From the standpoint of rate of growth, the white collar group, , 
with an increase of two million persons in eighteen years, surpasses 
all others. Its proportion of the total gainfully employed increased 
from 6 per cent to 10.9 per cent. Every tenth gainfully employed 
person is a salaried worker and for every one of the latter there 
are only four manual workers. In industry, to be sure, the propor- 


1 The figures of the 1933 census are not yet available. ; 
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tion of white collar workers is smaller in the ratio of 1 to 6 than 
in trade, where the salaried employee is the typical employee. 
However, whereas before the war (1907) the number of salaried 
employees per 1000 manual workers in the various branches of in- 
dustry ranged from 56 to 102, after the war (1925) the correspond- 
ing figures were 8g and 382. 

The number of salaried employees increased relatively less rap- 
idly in trade than in industry in the period from 1907 to 1925; in 
the latter it almost trebled, in the former it only doubled. It is 
possible that at some not too distant time the number of white 
collar workers in industry will overtake and surpass the number 
in trade. In industry many new positions especially for women 
have arisen with astounding rapidity. Their number increased 
four and a half times. In the entire group the number of female 
salaried employees amounts to more than half of the number of 
male. This characteristic importance of the work of women within 
the salaried occupations is most striking in the commercial field, 
where for every 3 men there are no less than 2 women. On the 
other hand, there are practically no women functioning as fore- 
men and only 4 per cent of the technical salaried employees are 
women. Among the clerks and the miscellaneous white collar 
workers, however, the proportion of women is almost as great as 
in commercial occupations. 

The majority of the salaried employees are still to be found in 
trade and transportation, which include 1,530,000, or 44 per cent 
of the total, as opposed to 1,350,000, or 38 per cent, in industry. 
The remainder consists of 490,000, or 14 per cent, in public serv- 
ice, health work, etc., and 130,000, or 4 per cent, in agriculture 
and forestry. Women are more strongly represented in trade than 
in industry, while the latter offers the principal field of employ- 
ment for the men. In industry there are only 335,000 women as 
opposed to 1,015,000 men; in trade, on the other hand, 918,000 
men and 612,000 women. More than half the women (51 per cent) 
but only 40 per cent of the men are employed in trade and trans- 
portation; not much more than one-fourth of the women (28 per 
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cent) but almost half the men (44 per cent) in industry. In the 
public service the number of women salaried employees (241,000) 
almost equals that of the men (249,000). In agriculture, finally, 
the women lag very far behind the men. 

The shifts in social strata which result from this increase in the 
white collar workers are thus accompanied by marked shifts within 
the body of salaried employees itself. 


II 


The various causes for this growth have frequently been presented 
in the literature on the subject. It will suffice here only to indicate 
them briefly. 

1. With an increasing amount of production the number of 
persons who perform distributive functions increases faster than - 
those engaged in actual production. The mechanism of distribu- 
tion is on the whole not as capable of rationalization as the pro- 
ductive mechanism. The introduction of labor-saving machinery 
is subject to much more narrow limits in trade than in production, 
although it is possible within certain limits to do away with the 
contacts between sellers and customers by means of automatic 
vending machines and mail order houses and to simplify them by 
means of standardization of qualities and prices. 

2. The concentration of industry destroys the independence of 
many proprietors of small and medium-sized plants in all branches 
of industry and creates positions for economically dependent func- 
tionaries in the larger establishments. Of the same nature are the 
transformations of independent doctors, lawyers, chemists and 
members of other “free professions” into dependent salaried em- 
ployees of large enterprises. 

3. The salaried workers have taken over special functions which 
were formerly undeveloped but were performed by a single person 
in immediate conjunction with other functions. To this group 
belong, in the first place, all those activities which may be termed 
specialized preparations for production. In the course of this proc- 
ess a hierarchy of technical salaried employees has developed. At 
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the same time a shift of work from the factory to the office has 
taken place, a shift which is especially marked today in the con- 
traction of the technical functions of the foreman. Furthermore, 
as a result of the increasing planning of production and of scien- 
tific management the number of salaried employees with planning, 
administrative and control functions has increased. The decisive 
__point here is that planning, administration and control, the exer- 
cise of which was formerly tied up with social superiority, can 
today be performed by numerous relatively poorly paid and sub- 
ordinate employees. Under the system of division of labor, even 
of the individuals who perform these functions, only a small num- 
ber in superior positions receive the privileges of higher pay, 
greater responsibility and higher social esteem. 

4. Finally, the need for salaried employees arising from the 
reintegration of liberal society is not insignificant. Associations, 
organizations representing particular economic interests, self- 
governing bodies increase the number of functionaries who as 
salaried employees are entrusted with quasi-official duties. 


III 


This sketch of the causes which have led to the increased employ- 
ment of salaried workers in the odern economy, taken in con- 
junction with the figures of the different rate of growth of the in- 
dividual subgroups, shows that the quantitative changes have been 
accompanied by qualitative ones. The social level of the salaried 
employees sinks with the increasing extent of the group. This 
qualitative change, which in Germany has been termed the “‘pro- 


letarization of the white collar worker,” shows itself in a number 


1In the report concerning Die sozialen Auswirkungen der Rationalisierung which 
the International Labour Office has published, special attention is called to the fact 
that the concept of the function of the foreman in scientifically organized industry 
has completely changed. “His chief concern must naturally be directed towards 
achieving the highest efficiency which can reasonably be expected. . . . His role con- 
sists in seeing that his subordinates do their work well.” This non-technical side of 
his activity has sometimes been estimated at 80 per cent of his entire sphere of duties. 
(Studies and Reports, Series B, No. 19, Geneva 1932, p. 386 ff.) Without exaggeration 
one may say that as a result the relation of the technical and non-technical work of 
the foreman in industry has practically been reversed in the course of half a century. 








il 
sl 


ak 


= 


a ee ee ee ee ee on ee oo 














THE SALARIED EMPLOYEE 117 


of ways. It is most evident, perhaps, in the especially great increase 
in the women salaried workers. The girls and women, for whom 
such a great demand has arisen, mostly perform subordinate work. 
A study made by the Gewerkschaftsbund der Angestellten (GDA) 
on the basis of an inquiry involving about 100,000 members of 
the union, demonstrated that the social stratification within the 
group of salaried workers corresponded in the main to a stratifi- 
cation according to sexes. It is the man who typically has the prin- 
cipal authority, the girl who is typically the subordinate. (See 
Table III.) 


TABLE 111. STRATIFICATION OF SALARIED EMPLOYEES® 








Salaried Employees Total Male Female 
Upper Group 15.76 20.29 2.51 
Middle Group 41.90 47-53 25-44 
Lower Group 42.34 32.18 72.05 
100.00 100.00 100.00 


@ Gewerkschaftsbund der Angestellten, Die wirtschaftliche und soziale Lage der 
Angestellten (Berlin 1931) p. 11 ff. The figures in the table are not reliable in 
detail. In the first place, certain groups of salaried workers (the older commercial 
employees in the small and medium-sized cities) tended to join the GDA whereas 
the poorer paid salaried employees typically preferred to belong to the politically 
more radical Zentralverband der Angestellten or were entirely unorganized. Further- 
more, the methods by which the more or less arbitrary division into upper, middle 
and lower groups was made are open to attack. However, more exact results are not 
available. The general form of the stratification, that is, the general difference in 
the composition of each of the three vertical columns, is nevertheless correct. 


The table also demonstrates indirectly that the great increase in 
the salaried employees is especially traceable to a demand for sub- 
ordinates, not for fully qualified responsible persons. As a result, 
the average chance of advancing has declined. In addition, we 
already know from experience that the majority of the subordi- 
nate employees in the large offices perform duties which are spe- 
cialized and schematized down to the minutest details. They no 
longer require a general training; in part only a very limited and ° 
brief training is necessary, in part previous training has become 
quite unnecessary. The process in the course of which the body 
of salaried employees became a mass group rests on the successful 
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attempt to replace the personal experience of the individual by a 
rational scientific business administration, so that an increasing 
proportion of the workers can be changed without danger to the 
efficiency of the undertaking. One social result of this development 
is the rise of the unskilled and semi-skilled salaried workers, whose 
designation already indicates the assimilation of the processes of 
work in the office to that in the factory, In the case of the salaried 
workers who serve as subordinates on one of the many modern 
office machines or, for example, who sell in a one price store, the 
difference in the nature of the duties between such workers and 
the manual workers is completely wiped out. 

In addition, in the course of this development the commercial 
apprentices have become to an even greater extent than formerly 
nothing more than an especially cheap form of labor. The idea of 
instruction, of a broad training in the composition and organiza- 
tion of the entire business, has disappeared. An investigation by 
the GDA in the autumn of 1931, covering about gooo apprentices, 
revealed astounding gaps in training. Table IV indicates the per- 
centage of apprentices in the third year of their apprenticeship 
untrained in various types of work. 


TABLE IV. PERCENTAGE OF APPRENTICES UNTRAINED 
IN VARIOUS TYPES OF Work? 


Retail Wholesale 


Types of Work Trade Trade Industry 
Simple correspondence 73 47 29 
Correspondence on the basis of 

dictation and key words 83 52 36 
Simple bookkeeping 84 66 63 
Higher bookkeeping 93 96 78 
Stockkeeping 58 42 31 
Wage calculation 95 96 52 
Independent selling 13 _— _ 


@ Gewerkschaftsbund der Angestellten, Die kommende Angestelltengeneration 
(Berlin 1933) p. 103. 


The approach of the position of the white collar worker to that 
of the manual worker is further apparent from the fact that the 
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‘army of unemployed today includes a great number of the former. 


In previous periods, of course, salaried workers also lost their posi- 


‘tions; but as a rule it was because of inefficiency. There was no 


such army of unemployed salaried workers, changing with the ups 
and downs of the cycle. After the war the picture changed. Un- 
employment among these white collar workers became a mass phe- 
nomenon. In Germany this has been true since 1926. The inse- 
curity and uncertainty characteristic of the position of the manual 
workers in the capitalistic economy overtook the salaried workers 
as well. In 1929 there was in Germany an average unemployment 
for the year, based on monthly figures, of 222,000 salaried workers. 
In February 1932 the number exceeded 600,000. 

It is incorrect to assume that this threat to security arising from 
unemployment struck only the lower salaried employees while the 
higher ones continued to be secure against the cycle. The Vereini- 
gung der leitenden Angestellten in Germany sent a questionnaire 
to 537 of its unemployed members. Only 12 members gave inefh- 
ciency as the reason for their discharge. The causes in the remain- 
ing cases were divided as follows: in 174 cases, bankruptcy, liqui- 
dation and closing down of the establishment; in 93 cases, plant 
and personnel contraction; in 54 Cases, rationalization and re- 
organization; in 42 cases, consolidation and change of proprietors; 
in 102 cases, miscellaneous reasons such as “‘too high salaried,” “too 


old,” illness and intrigue.? 


1 Vereinigung der leitende Angestellten, Rechenschaftsbericht (1929) p. 13 ff. 
The following figures may help to complete the picture. These unemployed prin- 
cipal salaried employees wrote the following number of applications for positions: 


Up to 50 applications 186 persons 
50-100 ‘ 111 ” 
100-200 i _ ” 
200-300 ie 43 - 
300-600 e 4 = 
600-1000 9 “i 

1000-1500 wi 13 ig 


Twenty-one persons stated indefinitely that they had made “innumerable” or “hun- 
dreds” of applications. 

In 12 cases not a single answer was received, in 117 cases less than 10 per cent of 
the letters were answered, in 8g cases 10 to 20 per cent and in 56 cases 20 to go 
per cent. The remainder of those asked received larger percentages of replies. 
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Especially revealing with regard to the sinking of the social level 
of the white collar workers is, finally, the change in their social 
antecedents. In Germany, where the barriers between the classes 
are higher and stronger than, let us say, in the United States, the 
growing tendency to employ salaried workers of “proletarian ori- 
gin” indicates that the number of untrained and poorly paid posi- 
tions is increasing faster than the number of middle and principal 
positions. In other words, the salaried employees as a whole are 
being subjected to a process of decreasing social esteem. The fig- 
ures in Table V, taken from the extensive investigation by the 
Gewerkschaftsbund der Angestellten, and showing the percentage 
distribution of male and female commercial employees with the 
indicated social antecedents, by age groups, reflect this process in- 
contestably. 


TABLE V. PERCENTAGE DISTRIBUTION OF SALARIED EMPLOYEES OF 
PARTICULAR SOCIAL ANTECEDENTS, BY AGE GRouUPS?® 


MALE FEMALE 
Social Below 25-50 Above Below 25-50 Above 
antecedents 25 years years 5o0years 25 years years 50 years 
Manual workers 34.7 59-0 6.3 66.7 33-7 0.6 
Salaried workers 31.7 60.9 7.4 60.8 38.4 0.8 
Officials 29.1 60.4 10.5 58.6 39-9 1.5 
Shopkeepers and 
craftsmen 22.3 63.4 14.3 48.2 49.0 2.8 
Farmers 16.3 67.8 15.9 31.0 65.3 3-7 
Independent 17.0 63.2 19.8 29.2 65.2 5.6 


@ Die wirtschaftliche und soziale Lage der Angestellten, p. 60. 


It is evident that the rank of the strata of social antecedents in 
the highest and lowest age groups is exactly reversed in the case of 
both sexes. In the older generation the three most important 
groups for social origin are employer groups; in the-younger gen- 
eration the employee group predominates. In the older genera- 
tion the independent group leads among the fathers of the salaried 
workers; in the younger, the manual workers. Twenty-five years 
have sufficed to overthrow the old arrangement from the bot- 


tom up. 
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The report of the Verband, above referred to, established the 
fact that, in 1929, 25 per cent of its members who replied to the 
question regarding social antecedents were the children of manual 
workers. Among the apprentices, however, the proportion was 
36.7 per cent. If we take into consideration that the apprentice 
group does not include the unskilled salaried employees of the 
same age, who are apparently of proletarian origin to an even 
greater degree, the difference becomes even more pronounced. 

It should again be pointed out that the figures of the GDA are 
not typical of the average German salaried worker. The GDA rep- 
resented a moderate political tendency. The organizations which 
competed with it were, on the political right, the Deutschnationale 
Handlungsgehilfen-Verband (DHV) , which proudly termed itself 
the greatest organization of clerks in the world, and, on the other 
side, the socialist Zentralverband der Angestellten (ZDA). Many 
special studies permit the conclusion that the Deutschnationale 
Handlungsgehilfen-Verband included proportionately more mem- 
bers of bourgeois origin, so that the opposition between the politi- 
cal tendencies of the organizations corresponded to differences in 
the social antecedents of their members. And the conclusion is 
obvious that the investigation of the GDA presents a too favorable 
picture of the antecedents of the white collar worker. In 1927, of 
1,555 male apprentices of the DHV in the district of Swabia only 
18.8 per cent were the children of manual workers,! whereas the 
corresponding figure for the GDA in the same region was 36.6 
per cent.? The ZDA has not published any corresponding figures, 
but one study shows that 50 per cent of its unpaid officials were 
the sons of manual workers.® 

This picture corresponds with the conclusions of an interesting 
little study by Hamm,‘ who analyzed, according to different types 


*Behringer, H., Herkunft, Vorbildung und Berufsausbildung der Kaufmanns- | 
lehrlinge (Berlin and Leipzig 1928) p. 19. 

* Die kommende Angestelltengeneration, p. 23. 

*Stehr, K., Der Zentralverband der Angestellten (Dissertation, Halle 1926). 
‘Hamm, Die wirtschaftlichen und sozialen Berufsmerkmale der kaufmdnnischen 
Angestellten (Borna-Leipzig 1932) p. 43- 
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of residential districts in Berlin, the proportion of votes obtained 
by the three organizations in the 1927 elections in connection with 
the insurance for salaried employees. He found that the propor- 
tion of the DHV was greatest in the “decidedly bourgeois districts” 
and lowest in the “decidedly proletarian districts;” the proportion 
of votes of the ZDA was just the reverse, while the GDA fell in 
between. The distribution of the vote, in percentages, was as fol- 
lows: 


Other Or- 

DHV GDA ZDA ganizations 
Bourgeois districts 28 22 15 35 
Proletarian districts 21 24 30 25 


To sum up, the three most significant signs that a sinking of the 


/ social level of the white collar workers has come about with their 


increasing number are the mechanization of their work which is 
taking place on the basis of specialization, their insecurity, which 
has become evident with the phenomenon of mass unemployment, 
and, in societies with strongly developed class stratification, the 
increased additions from strata which are considered inferior in 
social esteem. 


IV 


The structure of capitalist society has not remained unaffected by 
all these changes. A new focus of social unrest has arisen and new 
hypotheses concerning the course of social development offer them- 
selves to those who like to push forward from the sphere of social 
studies into that of historical prophecy. Just as in France in the 
eighteenth century it was fashionable to speak of the noble savage 
as offering a social ideal to the society of that period, which pre- 
sented contrasts between privileged nobility and poverty-stricken 
peasantry quite as great as those of the modern capitalistic society, 
just as at the beginning of the nineteenth century the “labor ques- 
tion” in Europe developed a disturbing reality not only for the 
radical intellectual but also for the salons of the wealthy, so after 
the war, especially in Germany, attempts were made to discover, 
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through an understanding of this new social type, the white collar 
worker, a key to the understanding of the entire social structure 
and of its future configuration.! 

There was hardly any possible interpretation of the social posi- 
tion and social character of the white collar worker which was not 
brought forward. It was said that the social development in Ger- 
many led to the conclusion that the future world of capitalism 
would be a world of bureaucracy.? It was prophesied that the em- 
phasis in the next historical period would lie on the salaried 
workers.’ It was believed possible to establish evidence of a coming 
class struggle between the salaried employees and the manual 
workers.* The significant spiritual emptiness and the offensive 
pride of the white collar worker was termed the characteristic of 
a formerly complacently bourgeois group fleeing from the new 
hard conditions of its life into an illusory world of entertainment, 
in order to avoid the problem of the significance of its fate.® 

In the extended discussion, which was carried on in magazines, 
novels,® and on the stage, two sociological theories concerning the 
white collar workers stood out; these theories also determined the 
character of the international discussion.’ The socialistic theory 
was built up on the Marxian theory of classes. It stated that the 


*The most important scientific work concerning the salaried employees, Emil 
Lederer’s Die Privatangestellten in der modernen Wirtschaftsentwicklung, in which 
almost all the elements of the later discussion are presented and are critically dis- 
cussed, appeared, to be sure, before the war, in 1912. 

?Schumpeter, Joseph, Das soziale Antlitz des deutschen Reiches (Bonner Mit- 
teilungen, Heft 1, 1929). 

*Eschmann, W., “Die Angestellten” in Die Tat (1929) p. 463. 

* Siissengut, Otto, Die Angestellten als Stand und Klasse (Dissertation, Halle 1927). 

*Kracauer, S., Die Angestellten (Frankfurt a.M. 1930). 

* For an incomplete survey of the white collar worker in German fiction, see Witsch, 
Joseph, Berufs- und Lebensschicksale weiblicher Angestellter in der Schénen 
Literatur (Cologne 1932). One of the best novels related to this subject is Balzac’s Les 
employés. An analysis of the treatment of the white collar worker in certain moving 
picture films is contained in Dreyfuss, Carl, Die Angestellten (Munich 19393). 

* The development of the ideology of the white collar worker is, to be sure, depend- 
ent in the individual countries not only on the stage of economic development but 
also on the conditions of organization and on social legislation. For material con- 
cerning this point, see “The Trade Union Movement among the Salaried Em- 
ployees” in International Labour Review, vol. xv (1927) p. 414 ff. 


Zee 


MEETS AILS 


S eatatean 


ae hI 





SDT EN hk Ee 


ree 


: 
ies 
2 
; 
f 
a 
N 





124 SOCIAL RESEARCH 


economic position of the white collar workers made them mem- 
bers of the proletariat in the Marxian sense but it sought at the 
same time to refine the Marxian theory of social development on 
one important point. Statistics show that the Marxian view that 
with increasing capitalist concentration the number of manual 
workers increases both absolutely and relatively does not conform 
to reality. This view was developed as a result of Marx’s particular 
experience with the English textile industry in the forties of the 
last century. It no longer holds true. Rather there is occurring a 
“shift in the stratification of the proletariat” as this new social 
group of proletarian salaried employees shows especially clearly: 
although they are members of the proletariat they are not manual 
workers. Nevertheless despite the fact that they have their own 
independent trade union organizations, they belong to the politi- 
cal front of the employees, for they share economic interests with 
the manual workers as opposed to the entrepreneur. Their white 
collar consciousness, their separate political endeavors and their 
proud attitude towards the manual workers are a result of circum- 
stances which no longer exist. In reality the process by which the 
craftsmen and peasants’ sons became the manual workers of capi- 
talist industry is being repeated under different conditions. In the 
last decades the salaried employees have become proletarized in 


1 Cf. Lederer, Emil, “Die Umschichtung des Proletariats” in Die Neue Rundschau, 
August 1929; Suhr, Otto, “Die Angestellten in der deutschen Wirtschaft” in 
Allgemeiner Freier Angestelltenbund, Angestellte und Arbeiter (Berlin 1928); 
Aufhauser, S., Ideologie und Taktik der Angestelltenbewegung (Berlin 1931); 
and Croner, Fritz, “Die Angestelltenbewegung nach der Wahrungsstabilisierung” 
in Archiv fiir Sozialwissenschaft und Sozialpolitik, vol. 1x (1928). 

?Contradictory statements by Marx concerning his well known theories of the 
increase in the proletariat and the disappearance of the middle groups have been 
neglected. In his Theorien iiber den Mehrwert, Marx expressed the opinion that 
the middle classes, which stand between the manual workers on the one hand and 
the capitalists and landowners on the other, increase constantly, “press upon the work- 
ing class below them and increase the social security of the upper ten thousand;” simi- 
larly but more exactly formulated, that “the size of the middle classes grows and the 
proletariat (which is employed) comprises an ever decreasing proportion of the 
population (even though it may increase absolutely). This is in fact the course of 
bourgeois society.” Karl Marx, Theorien iiber den Mehrwert, ed. by Karl Kautsky, 
vol. i, p. 368 and vol. iii, p. 60 f. 
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fundamentally the same way as, during the Industrial Revolution, 
other groups fell into proletarian insecurity and dependence.! 

In Germany, however, only about 12 per cent of the salaried em- 
ployees were members of the socialistic organizations; most of 
these were foremen, technicians and employees in department 
stores and in the administration of social insurance. Even this 12 
per cent undoubtedly included many—notably the foremen—who 
lacked class consciousness in the Marxian sense. The great ma- 


jority of the white collar workers in any case did not belong to the ' 


Social Democracy, were even hostile to it, and refused to draw 
from their economic position those conclusions which the Marxian 
theorists expected. The latter therefore concluded that it was the 
bourgeois tradition of the salaried employees which prevented 
them from comprehending their position in society without any 
illusions. But it was never asked by force of what institutions and 
social circumstances this tradition continued to exert such an 
influence. 

The second theory was advanced with particular energy, espe- 
cially by the Deutschnationaler Handlungsgehilfen-Verband.? Ac- 


1 The same view, although to some extent in different terminology, is also advanced 
by non-socialist writers. Cf., for example, Fuykschot, H., “Die Riickwirkungen der 
Verwendung von Biiromaschinen” in Mitteilungen des Internationalen Bundes 
Christlicher Angestellten-Verbinde, No. 4 (1929); Coyle, Grace L., Present Trends 
in the Clerical Occupations (New York 1928) p. 25. 

* Cf. Fraenkel, A., “Die zwei wirtschaftlichen Weltprobleme” in Schmoller’s Jahr- 
buch (1925); Brécker, Paul, Die Arbeitnehmerbewegung (Hamburg 1919); Jahn, P., 
“Das Sozialbewusstsein der Angestellten” in Der Kaufmann in Wirtschaft und Recht 
(1931); Silbermann, J., Die Angestellten'als Stand (Berlin 1933); and Deiters, 
Werner, “Die Angestellten” in Arztliche Mitteilungen (Aug. 15, 1931). The DHV 
was the strongest organization of salaried employees in Germany. Since its organiza- 
tion in 1893, by antisemitic political leaders rather than by salaried workers, it has 
represented antisemitic, antiparliamentary, antiliberal and anti-Marxist principles. 
Before the war it was aggressively nationalistic, during the war imperialistic (all- 
deutsch) and after the war, as it emphasizes proudly, it contributed considerably to 
the transformation of the German party system (article on “Deutschnationaler 
Handlungsgehilfen-Verband” in Internationales Handwérterbuch des Gewerkschafts- 
wesens). In fact the DHV was one of the most important intermediaries between the 
ideas of the antisemitic court preacher Adolf Stécker at the end of the last century 
and those of National Socialism. The DHV went into the “German Labor Front” as 
the principal organization in the “salaried employees’ column,” the leader of which 
is a National Socialist functionary of the DHV. 
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cording to this theory the position of the salaried worker differs 
fundamentally from that of the manual worker because of the 
special functions which the former performs in the modern under- 
taking. His functions are to be conceived as delegated entrepre- 
neurial functions. From the subordinate bookkeeper to the official 
empowered to act for the entrepreneur the salaried employee takes 
part in the guidance of the enterprise. In contrast to the manual 
worker, he has a profession, and in “normal times’’ advancement 
is typical for him. Finally, responsibility and a greater or less degree 
of independence are the signs of his superiority over the manual 
worker. 

Thus a pseudo-aristocratic theory competes with the collectivis- 
tic theory of the socialists. The former is not based on an analysis 
of the economic situation of the average salaried employee today 
but rather upon that of the past, which still holds true only for a 
minority of principal salaried employees. In questions of educa- 
tion the DHV teaches its members to despise the “street cleaners’ 
ideal” held by millions, “who will not or cannot raise themselves 
above a purely instinctive life.” In politics, it struggles with all its 
power against the manual workers, in order to maintain the social 
distance between them and the white collar workers. The salaried 
employees who live in its spirit do so with the consciousness of the 
nationalist who, according to the famous formula of Mdller van 
den Bruck’s Drittes Reich, is not a member of the proletariat be- 
cause he does not wish to be one. In a word, in this theory the 
salaried workers appear not as a “new proletariat” but as a “new 
middle class,” which, being a nationalist middle class, is a guar- 
anty of the continuation of the ruling social order. 

The particular difficulty in establishing the social character of 
the white collar worker on the basis of these two theories arises 
from the fact that the methodologies of both theories are not 
suited to this purpose. Every theory which serves as the basis for 
a particular political and historico-philosophical conception neces- 
sarily, because of its methodological suppositions, impedes the 
understanding of those social phenomena which must destroy the 
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practical application of the theory. The class theory was conceived 
out of a manual labor proletariat and must therefore fall into difh- 
culties when it attempts to explain the special characteristics of 
the salaried worker as a new proletariat but opposed to the manual 
worker. The “middle class theory” lacks the means of comprehend- 
ing that which is common to the two groups. 

This methodological difficulty, in addition, corresponds to the 
ideological neglect of the salaried worker in the field of political 
theory. Unlike all other social groups which struggle for influence 
and power within capitalist society and which were supplied by 
intellectuals with political theories in order to achieve their goals 
and to justify their aims, the white collar workers lack such a 
theory. The rising capitalistic bourgeoisie found in liberalism a 
rationalization which was appropriate both as a justification for its 
interests and as an expression of its cultural ends. The European 
nobility, finding its social position threatened, obtained ideologi- 
cal support through ihe transformation of its traditionalistic ideas 
into the political system of; conservatism. The bureaucracy was 
given an elevated foundation for its interests in Hegel’s philosophy 
of the state. But the salaried employees, when they became a mass 
stratum, found no ideology of their own. The view sometimes ex- 
pressed that fascism is the rationalization of their social interests 
is only in part correct. It confuses the particular intellectual in- 
clination of the salaried workers and their unquestioned readiness, 
on the basis of their interests, for a fascist social order with the 
social bases of modern dictatorships. These bases vary in different 
countries, and are always broader than the body of white collar 
workers. 


Vv 


It is impossible to explain the peculiar position and consciousness 
of the white collar workers from the standpoint of occupation alone, 
for the basis of their occupation has been destroyed. The character 
of the work does not suffice to explain the superiority of the sal- 
aried workers over the manual workers, for the great majority of 
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them perform only simple portions of a divided process and can 
easily be replaced. Moreover, the social estimation of the salaried 
worker is not based on the nature of his work. 

Since this estimation appears as a social value, it must be under- 
stood as a function of one or more principles of social valuation. 
These principles of social valuation and of social distinction, how- 
ever, never rest upon the nature of the work, for the nature of the 
work itself has no rank independent of social valuation. Thus it is 
not the rank of a particular type of work which determines the 
social esteem of the person who performs it, but vice versa. In 
societies in which some particular principle of valuation predom- 
inates—as perhaps that of individual success, quantitatively meas- 
urable in money, does in the United States—the social esteem of 
a person is relatively easy to determine. It is different in Germany, 
however, because there various principles of valuation compete 
more sharply with one another. Nobility, wealth, official position, 
education, party membership and race form a historically rooted 
pluralism of sources of social esteem, which correspond to various 
ideas of dominion, various ideals of social rank, various potentiali- 
ties for distinction. 

A careful historical investigation, on comparative and systematic 
lines, of the meaning of and changes in social esteem would prob- 
ably show that one can speak of a society as comprising the entire 
people only if either one principle of valuation has acquired a 
monopoly character (that is, when it has achieved general recogni- 
tion and when its representatives are also the rulers) or when 
some recognized order of the principles of valuation exists, so that 
one form of prestige dominates, such as that of the feudal nobility 
in pre-war Prussia. Only under one of these conditions apparently 
does a social integration of the people take place.’ It should be 
noted that not only has this factor been neglected by the middle 
class theory, but it is also more complicated than the class theory 


*“The way in which social ‘honor’ in a society is divided between typical groups 
which share in its division we shall term ‘social order’” (Weber, Max, Wirtschaft 
und Gesellschaft, Tiibingen 1925, p. 631). It might be added that the struggle con- 
cerning the way in which social honor shall be divided may lead to “social disorder.” 
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assumes. The latter has developed no special method of determin- 
ing the origin and significance of social valuation. It succeeds in 
explaining rank only when the social rank of a class follows from 
its socio-economic position. It can explain the social superiority of 
the owner of the means of production over the propertyless prole- 
tariat. But the differences in rank within a class and the prestige 
which is not primarily economic (such as that of the officials in 
Germany) are quite incomprehensible by means of this theory. 
The sociological method of the class theory misleads us into con- 
sidering valuations of this type irrational results of a “false 
consciousness.” 

Undoubtedly, however, most salaried employees do possess a 
social esteem superior to that of the manual workers,' a superiority 
which is recognized by the latter, although at the same time at- 
tacked as unjustified, to the same extent that it is asserted and 
striven for by the former. 

1. Salaried employees whose fathers were manual workers value 
their position as the evidence of advancement. This is true not 
only of those white collar workers who have themselves advanced 
within the industrial hierarchy, as in general foremen and many 
high school trained technicians who were formerly manual work- 
ers; it is also true of many commercial salaried employees of the 
lowest rank, who hold their jobs as a result of an advance effected 
by or provided by their parents. The office worker is more highly 
esteemed within the body of workers than the factory worker of 
the same social origin. Also, commercial apprentices are considered 
finer than laborer apprentices from the same milieu. 

2. Meals in common and marriage between commercial em- 
ployees and manual workers are as a rule sought by the latter or 
at least scorned only out of defiance, but on the other hand are 
refused by the former in accordance with an unwritten code of 


* This superior valuation is undoubtedly not equally strong nor are its causes the 
same in all countries. An analysis of the German conditions, which I have attempted 
in a larger study, leads to the conclusions which follow. They must be presented here 
without more detailed proof, just as the concept of social esteem will be used without 
further explanation. 
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honor or for reasons of prestige. Furthermore among the salaried 
employees there are to be found even today vestiges of a specific 
style of life, which the social honor of the group demands must be 
observed above all.t To this belongs the particular, economically 
immeasurable value which the white collar workers lay upon the 
satisfaction of their needs for housing and culture, th- correspond- 
ing necessity for a relative limitation of expenditures for food as 
well as the extraordinarily marked reduction in births. 

3. The social esteem of membership in the body of salaried em- 
ployees is further evident in the monopoly which they are per- 
mitted of certain chances of getting a position and of advancing 
in their career. This very important phenomenon has no legal 
basis but a conventional one which is none the less efficacious. 

4. Special legal provisions are tokens of a particular value: 
monthly payment, continued payment in case of illness, longer 
notice of dismissal than for manual workers and especial protec- 
tion against unjust dismissal for older persons, privileged treatment 
of salaries and not of wages in cases of bankruptcy, separate ““em- 
ployees’ insurance,” separate employees’ councils, etc. For the 
largest part these privileges are traceable to the professional char- 
acter of the salaried worker in the past: its establishment was a 
result of the advantage which their small number gave the salaried 
workers over the manual workers and of the professional esteem of 
the clerks at that time. With the beginning of the decline of the 
group and of its proletarization the state was successfully called 
upon to protect status and esteem. Thus, for example, the monthly 
salary payments, the priority in case of bankruptcy and the pay- 
ment of salaries in case of sickness correspond to a pretense to the 
especial status of those who perform official duties, which prohibits 
the measurement of payment in accordance with accomplishment 
and in the ideal case requires the guaranty of a maintenance suit- 
able to one’s rank.? As the socio-economic position of the salaried 


* Weber, Max, op. cit., p. 635. 
2? Cf. Kahn-Freund, O., “Der Funktionswandel des Arbeitsrechts” in Archiv fiir 
Sozialwissenschaft und Sozialpolitik, vol. Ixvii, p. 150. 
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workers became more and more proletarized, these privileges were 
transformed from symbols into guaranties of this esteem. They 
were protected because with the abrogation of these rights not 
only would the economic insecurity of the white collar workers be 
increased but their loss of prestige would become inestimable. The 
DHV recognized this very clearly when during the crisis the privi- 
lege of a fixed monthly salary was abrogated. The reduction of the 
salary because of the shortening of the working day made the con- 
ditions of service of the white collar worker similar to those of the 
manual worker. The entrepreneurs are interested “in fixing the 
number of hours of work in accordance with their needs and in 
being allowed to calculate the pay of the salaried worker in each 
case according to the number of hours needed. If this measure of 
salary is carried through exactly,” wrote the DHV, “we receivers 
of fixed monthly salaries will be turned into hour workers with 
their uncertainty as to how much they will earn. With this one of 
the principal supports which has until now maintained our estate 
as an estate will fall.’’! ——— 

5. Finally the social esteem of the white collar workers is evi- 


dent from the fact that the legitimacy of this esteem is contested by * 


the less favorably placed manual workers. Just as “the more fa- 
vorably situated person feels the restless need to be able to consider 
the contrast in his favor as ‘legitimate,’ his own position as ‘merited’ 
and the position of the other person as the other’s ‘fault’ in some 
way or other,’? so the less favorably situated try to deny their 
“fault” and the “merit” of the others. 

6. In the course of the present crisis the social distance between 
manual workers and salaried workers has diminished but has net 
entirely disappeared. 

7. The valuation of the white collar worker by the employer is 
considerably lower than that by the manual workers. To the em- 


* Deutsche Handelswacht, Sept. 9, 1930. Cf. also Philippe, C., “Die Stellung des 
Angestellten im Arbeitsrecht” in Magazin der Wirtschaft, July 3, 1931; “Bedeutung 
des Angestelltenstandes” in Deutsche Bergwerkszeitung, July 3, 1932; and Pfirrman, 
Fritz, “Der Fuchs predigt den Aiithnern” in Afabundeszeitung, ail 1932. 

* Weber, Max, op. cit., p. 611. 
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ployer the white collar workers are employees who burden the 
salary account. To this extent they are pushed down to the level 
of the manual workers. On the other hand, the entrepreneur tries 
by the most varied means to maintain the social distance between 
the two groups of workers with as little cost to himself as possible 
and to utilize this for his own ends.* 


VI 


If we consider finally the causes of the social valuation of the white 
collar workers in Germany, the following picture, stated in the 
form of theses, results. 


The salaried employees obtain social esteem 
(1) because of their share in the authority of those who rule 
the undertaking, 
(a) as assistants to the small entrepreneurs; 
(b) as functionaries of the capitalists. 
(2) because of their education: as co-bearers of the intelli- 
gence of scientific experience. 
(3) because of their share in official authority as a result of 
their nationalistic sentiment. 


These sources of esteem are not in reality clearly separable: the 
social esteem of the salaried employees flows from all three. For 
sociological purposes, it is useful to separate them. Reality lends 
encouragement to this separation, for up to a certain point the 
individual principles of esteem are especially operative in the case 
of particular groups of salaried employees. Thus the possibility 
listed under 1-a is applicable only to the white collar workers in 
small cities, who work in small establishments, while 1-b is pre- 
dominantly operative in the case of the salaried employees in 
medium-sized establishments. All white collar groups may, it is 
true, attain the esteem arising from education, but the principle 


1 Dreyfuss, C. (Die Angestellten, Munich 1933) has assembled a rich if somewhat 
one-sided collection of material on this point. He comes to the conclusion, which is 
false, that the attitude of the white collar workers is only a product of the “artificial 
hierarchy” created by the employer in the establishment. 
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applies particularly to the salaried employees in medium-sized and 
large cities, since the expansion of modern specialized education 
has taken place above all in the cities. 

The possibility mentioned in the third thesis applied finally to 
all salaried workers except those who were not anti-socialistic, so 
long as the development of a free public opinion was possible in 
Germany. It should also be noticed that the group of socialist 
white collar workers included predominantly salaried workers in 
a particular social position, so that the restricted applicability of 
the third thesis in their case is sociologically understandable. 

The most interesting problems are contained in theses (1-b) and 
(3) . The former can be proved by an analysis of the social conse- 
quences of the hierarchy within an establishment, as a result of 
which the salaried employee is a subordinate to those above him, 
but a superior to those below him. If one starts with the orthodox 
scheme of classes of the Marxian theory, one might say that the 
class affiliation of the white collar worker is hidden. 

The explanation of the third thesis would require an extensive 
presentation of the social significance of nationalism in Germany 
and of its relation to the military interpretation of discipline 
which was carried over from the army to the civil sphere of busi- 
ness life. It can be demonstrated that the white collar workers 
have seized upon this nationalism in order to maintain the social 
distance between them and the manual workers. 


Thus out of a sociological study of the salaried worker it is possi- 
ble to obtain knowledge which is valuable for an understanding 
of the structure of the entire social order, since the salaried em- 
ployees occupy a key position in the modern industrial society. 





